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Typical search room, Annotated Reports 
System editorial departments 


Here, the massiveness 
of the law is subdued 


The law presented so concisely in American Jurisprudence, and 
so searchingly in the annotations of American Law Reports, is avail- 
able from other sources—notably in the mass of decided cases. But 
nowhere else is this law presented in a form so easy for the practicing 
lawyer to apply to his immediate needs. 


Here is how one ALR annotation writer describes his work: “The 
work is difficult, and demands intense concentration almost con- 
stantly. But the end product justifies the efforts expended. For 
when I have finished an annotation I know that I have before me 
something of significance; I know that I have extracted from the 
source materials a rule or group of rules which will be more than 
mere printed words on a page. This work of mine will have a 
life of its own, and a place in the life of the law.” 


Not every lawyer is qualified by inclination or ability to be a 
law writer. For the lawyer who is, law writing is a well-paid career 
that offers an unusual sense of achievement. 


Inquiries invited. Address Editorial Department, either company. 
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THE TAXATION OF OIL AND GAS 
PARTNERSHIPS 


Thomas E. Jenks* and Lawrence E. Cohn** 


Agreements to develop and operate oil properties follow certain 
well-defined business patterns, although there may be infinite vari- 
ations in detail. The basic tax principles affecting these forms of 
agreement were laid down in G.C.M. 22730 in 1941.’ By regulation, 
administrative practice, and court decisions, the tax results have be- 
come fairly well crystallized. Despite areas of disagreement and 
confusion, the basic rules of natural resource taxation are generally 
understood and accepted. 

While it was always possible to form a partnership to carry on 
these activities, the tax consequences were frequently uncertain or 
unsatisfactory. Subchapter K of Chapter 1 of the 1954 Code has, for 
the first time, enacted into law a positive set of rules for operation 
in partnership form. It has also made it plain that these rules apply 
to oil operating agreements, unless an election to the contrary is ex- 
ercised.? A choice is thus presented to the taxpayer. To use it in- 
telligently, the tax consequences both in partnership form, and 
apart from it, must be clearly appreciated. 


I. Om Anp Gas Transactions IN PARTNERSHIP ForM 


Before undertaking an analysis of the provisions of Subchapter K, 
it is desirable to indicate the general areas in which the partnership 


* Member of the District of Columbia and New York Bars. A.B. Williams, 1931; 
LL.B. Columbia, 1934. 


**C.P.A., Texas and District of Columbia. 
1 1941-1 Cum. Butt. 214. 
2 Int. Rev. Cope or 1954, $§ 761(a) (2). 
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will be of interest. For this purpose, we have selected certain typical 
oil and gas transactions, and will consider the probable tax results, 
with and without a partnership entity. 


A. The Drilling Deal; Ordinary Farm-Out Agreement. 


A is the lessee of undeveloped oil property. He enters into an 
agreement with B that B is to drill a well at B’s sole cost and ex- 
pense. Thereafter, A and B will share equally in income, costs and 
expenses. This type of agreement is known as the “free well for a 
half interest” and is the most common type of farm-out. 


(1). Tax Result Without Partnership. Since 1943, the Treasury 
Regulations have provided * that where drilling is undertaken in con- 
sideration of the grant or assignment of a fractional working inter- 
est, only that portion of the costs which is attributable to such frac- 
tion is within the option to deduct intangible drilling costs. Hence, 
B is required to capitalize all costs in excess of his one-half share 
(both tangible and intangible) as leasehold costs recoverable through 
depletion. The proposed Natural Resources regulations continue 
this treatment, and perhaps extend it to joint owners who share un- 
equally in the cost of drilling a well.* Under the prior interpreta- 
tion of the regulations, if A and B were joint owners of a lease, and 
if A agreed to pay B a “turnkey” price for drilling a well, the en- 
tire amount was deductible by A as contract cost even though it 
exceeded one-half the actual cost of the well.® 


(2). Tax Result With Partnership. A and B have formed a part- 
nership, to which A has contributed property (the lease) and B cash 
(for a well). By the terms of their agreement, B is to be charged 
with the entire cost of the first well. Thereafter, the parties have 
an equal share in capital and profits. 


Under this agreement, B is entitled to the entire intangible drill- 
ing deduction for the first well. If the agreement requires him to 


3 Treas. Reg. 118, § 39.23(m)-16(a) (1) (1953). 


4 Proposed Treas. Reg. § 1.612-4, 21 Fed. Reg. 8446 (1956). The regulation now 
reads that the owner of an operating mineral interest may deduct intangibles to the 
extent such costs are attributable to his share of the total of all operating mineral 
interests in the well. It is not restricted to the “grant or assignment” situation. 

5 Treas. Reg. 118, § 39.23(m)-16(a)(1) (1953). The option to expense intangibles 
is stated to include “turnkey” contracts. Under the law prior to 1943, a distinction 
was drawn between “turnkey” and “footage” contracts, the cost under the former 
type of contract being capitalized as the purchase of an asset. Retsal Drilling Co. v. 
— 127 F.2d 355 (Sth Cir. 1942); Old Farmers Oil Co., 12 B.T.A. 203 
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complete the well “into the tanks,” he is also entitled to the depre- 
ciation deduction with respect to such equipment. Although a 
formal partnership agreement is undoubtedly preferable, it is sub- 
mitted that the same result should be obtained with an ordinary 
operating agreement of this character, absent an election to be ex- 
cluded from the partnership provisions. 

This conclusion follows from section 704(b) of the statute, which 
provides that a partner’s distributive share of any item of income, 
gain, loss, deduction or credit shall be determined in accordance with 
the partnership agreement, unless the principal purpose of such a pro- 
vision is the avoidance or evasion of income tax. Both the Senate 
Finance Committee Report ° and the regulations? make the principal 
test of the validity of such special allocations whether they have 
“substantial economic effect,” and the regulations add, “[T]hat is, 
whether the allocation may actually affect the dollar amount of 
the partners’ shares of the total partnership income or loss independ- 
ently of tax consequences... .” 

Applying this test, B’s right to the deductions pertaining to the 
drilling of the first well seems clear. He specifically agreed to bear 
this cost, and if the partnership sustains a loss, B will bear the eco- 
nomic loss. The tax consequence merely follows out the economic 
realities of an arm’s length agreement. Nor can it be argued that B 
acquired a half interest in the lease for his drilling costs. The part- 
nership owns the lease; B acquired only a half interest in the partner- 
ship for cash. Thus, the “acquisition” theory which underlies the 
natural resources regulation has no validity here. 


B. The “Carried Interest” Deal. 


A is the lessee of undeveloped oil property. He enters into an 
agreement with B that B will advance all sums necessary to explore, 
develop and operate the property, to be recouped only out of pro- 
duction from the property. After recovery by B of all such costs, A 
and B are to share equally in the income and expenses. 

(1). Tax Result Without Partnership. This arrangement, known 
as a “carried interest” (B is “carrying” A for A’s share of the costs), 
has given the courts, the Treasury Department and taxpayers much 


6 S. Rep. No. 1622, 83d Cong., 2d Sess. 379 (1954). 
7 T.D. 6175, 1956-1 Cum. Butt. 220, § 1.704-1(b) (2). 
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difficulty. There are many complex variations,® and the tax results 
may vary by reason of particular facts. 

In general, three conflicting views have been expressed as to the 
tax consequences, none of which is firmly established: 

(a). A and B are joint owners of the lease from inception. B has 
loaned A the latter’s share of development costs (despite the ab- 
sence of personal liability of A to repay them). Each reports half 
the gross income as earned,® and presumably may deduct half the 
expenses as incurred.*° 


(b). A has, in substance, a royalty based on net profits. B, as the 
sole owner of the working interest in the lease, for the period of pay- 
out, reports all income and takes all deductions. A reports only the 
net profits payments when paid to him, and deducts only depletion 
on such payments.”* 


(c). B has purchased an “oil payment” from A for the amount 
of the development costs attributable to A’s interest (i.e., B has the 
right to recoup such amount out of the first oil produced). B capi- 
talizes the advances on A’s behalf, which will be returnable out of 
the gross receipts through cost depletion.’ 


The proposed Natural Resources regulations further complicate 
this problem by introducing a new concept of a “complete payout 
period.” The deduction for intangible drilling and development 
costs is apportioned according to the parties’ respective shares of the 
“operating net income” during this period.” Essentially, this is in- 


8 Thus, the “carry” may be for one well, or several, or throughout the lease; the 
recovery may be out of all the gross income or net income, or specified fractions 
thereof; the title to the carried interest may be assigned or retained, or revert after 
payout, etc. 

® Commissioner v. J. S. Abercrombie Co., 162 F.2d 338 (5th Cir. 1947), acq., 1949-1 
Cum. Butt. 1; Reynolds v. McMurray, 60 F.2d 843 (10th Cir.), cert. dented, 287 
U.S. 664 (1932). 

10 As to depreciation and depletion, this would seem to follow from the conclusion 
that the parties are joint owners. Cf. Crane v. Commissioner, 331 U.S. 1 (1947). 
With respect to other deductions, such as intangibles, there is a question whether 
the carried party may deduct them when incurred or only when credited to the carried 
account upon sale of the ag Compare Hazel McAdams, 15 T.C. 231 (1950), 
aff'd., 198 F.2d 54 (Sth Cir. 1952), with Sunburst Oil & Refining Co., 23 B.T.A. 829 
(1931), acg. XI-1 Cum. Buty. 12 (1933). 

11 This treatment has been favored by the Internal Revenue Service, at least ad- 
ministratively. G.C.M. 22730, supra note 1; Manahan Oil Co., 8 T.C. 1159 (1947). 

12 Herndon Drilling Co., 6 T.C. 628 (1946), acg. (this issue) 1946-2 Cum. Butt. 3. 
In general, the Service accepts this result if A and B are joint owners, and the ar- 
rangement is for a well which one declines to drill (under the so-called “penalty” 
clause in oil operating agreements). It will not accept the “two-property” approach 
where the arrangement is incident to the assignment of a leasehold interest. 

18 Proposed Treas. Reg. § 1.612-4(a) (2), 21 Fed. Reg. 8446 (1956). 
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tended to fortify the Service’s historical position that method (b), 
above, is the correct analysis, and that B, the carrying party, is en- 
titled to all income and deductions until payout. However, the reg- 
ulation deals only with intangibles; the definitions of “complete pay- 
out period” and “operating net income” are complex and controver- 
sial; and its application to the many variations of the carried interest 
is uncertain.’* Moreover, it is by no means certain that the courts will 
accept this approach, which they refused to follow in the Aber- 
crombie and McMurray cases.*® 


(2). Tax Result With Partnership. The partnership approach 
seems to provide a simple answer to these complex problems. A and 
B have formed a partnership, to which A contributes the property 
and B all the funds necessary for partnership operations. B is entitled 
to all of the partnership income until he has recovered his expendi- 
tures; thereafter the partners share equally in capital and profits. 


It may be significant that two courts intimated that an agreement 
of this sort constituted a partnership before the enactment of the 
1954 Code.** In any event, the partnership regulations specifically 
approve an allocation of this character as having “substantial eco- 
nomic effect.” 7 The example concerns a venture in the electronics 
field, with recoupment out of 90 per cent of the profits, but it appears 
equally applicable to oil and gas ventures. Furthermore, no reason 
appears why the more complicated sharing arrangements—recovery 
out of specific wells, for specific periods, or of specific expenditures 
—should not be recognized in partnership form, so long as they 
reflect economic realities; that is, they correspond to the sharing of 
dollars intended and provided by the agreement. 


The partnership form has two other advantages over the normal 
cotenancy relation. Usually, in order to secure recoupment, the 
carrying party wishes to control the marketing of oil, and the 
receipt of the proceeds by the carried party. This natural desire 


>. 6 


runs afoul of the Service’s “association” rulings.’* In a partnership, 


14For an extended discussion of these problems, see Stroud, Major Points of 
Impact of New Natural Resources Regulations on Oil and Gas, 8th Ann. Inst. on Oil 
and Gas Law and Taxation, Southwestern Legal Foundation, 393, 414-19 (1957); 
ny A New Look at Tax Aspects of Oil and Gas Sharing Arrangements, supra 
at 603. 

15 Supra note 9. 

16 McAdams, supra note 10; Haley v. Commissioner, 203 F.2d 815 (5th Cir. 1953). 

17 Treas. Reg. § 1.704-1(b)(2), example (5) (1958). 

18 ].T. 3930, 1948-2 Cum. Buty, 126; I.T. 3948, 1949-1 Cum. But. 161. 
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there is no objection to one partner marketing the oil for the part- 
nership, and hence for the other partners. 

Also, the Service has taken the position that where an interest in 
depreciable equipment reverts to a carried party upon payout, no 
depreciation is thereafter allowable to either party."® In a partnership 
relation, the partnership must be allowed depreciation on its equip- 
ment, and the deduction therefor will be allocated in accordance with 
the partners’ respective shares of ordinary net income, or in accord- 
ance with their agreement. 


C. The “Net Profits” Interest. 


A is the owner of a leasehold, for which he paid a cash bonus of 
$1,000,000. He sells B an interest in the lease consisting of the right 
to receive 50 per cent of the net profits after all costs, for $1,000,000. 

(1). Tax Result Without Partnership. A has realized a capital 
gain in the amount of $500,000, from the outright sale for cash of 
an interest in the lease.”° B is required to capitalize his $1,000,000 in- 
vestment as the cost of his net profits interest. The net profits pay- 
ments are treated as royalty.** A reports all the gross income, takes 
all deductions, and excludes the net profits payments from his gross 
income. B reports such receipts as ordinary income, subject to cost 
or percentage depletion. 


(2). Tax Result With Partnership. A has contributed property 
to the partnership with a basis to him of $1,000,000, which becomes 
the basis of his partnership interest. B has contributed $1,000,000 
cash for a like interest. A will manage the property for the partner- 
ship, and they will share equally in capital and profits. 


What could be simpler, as a business proposition or as a tax ve- 
hicle? Yet, observe the profound difference in tax result: A realizes 
no gain on contribution of the property to the partnership; B is 
entitled to half the deductions for intangibles, depreciation and de- 


19 This is based on the extremely technical position that the carried party has no 
basis therefor, not having paid for it; and the investment by the carrying party con- 
stitutes an amount paid for the acquisition of his interest, and thus is recoverable 
only through depletion. 

20 Int. Rev. Cope or 1954, § 1231. This is the sale of an interest “carved out” of 
the working interest without retention of any economic interest in the property con- 
veyed. Basis is allocated between the interest sold and the interest retained, which 
here are equal. 

21 Burton-Sutton Oil Co. v. Commissioner, 328 U.S. 25 (1946); Kirby Petroleum 
Co. v. Commissioner, 326 U.S. 599 (1946). 

22 Int. Rev. Cope or 1954, § 721. 
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pletion; and cash sums can be distributed to either A or B, tax-free, 
until such distributions exceed the basis of their respective partner- 
ship interests.* 

It may be objected that the net profits agreement in the oil busi- 
ness does not contemplate sharing of Josses; these are the sole 
responsibility of A as operator. But the partnership does not pre- 
clude this result. Partners are not required to share losses and 
different ratios for sharing profits and losses may be provided.” 
Alternatively, B may be made a limited partner, and his liability lim- 
ited to the original cash contributed. 

It should be noted, however, that in this instance it is necessary to 
create a formal partnership by agreement. Failure to elect exclusion 
under section 761 will not automatically involve partnership treat- 
ment, because the parties to a “net profits” arrangement are not (ab- 
sent their agreement) engaged in the joimt production, extraction 
or use of property.”* This follows from the treatment of a net prof- 
its interest as a royalty; that is, a non-operating mineral interest 
which is not liable for the costs of production. Since A is solely 
liable for such costs, there is no joint operation.” 


D. The “Participating” Interest. 


A is drilling a well on his own lease. Requiring funds to complete 
the well, he sells to a number of investors 1 per cent “participating 
interests.” These entitle each investor to receive 1 per cent of the 
income from the well, usually after deduction of a flat monthly sum 
for estimated operating costs. A has no obligation to return to the 
investors sums in excess of actual drilling costs. 

(1). Tax Result Without Partnership. These interests, also called 
“participating royalty,” are common in California and West Vir- 


23 Int. Rev. Cope or 1954, § 704(b). B may be entitled to all the drilling deduc- 
tion if his cash investment is to be used for this purpose. 

24 Int. Rev. Cove or 1954, § 731. The circumstances under which cash is distributed 
may invite the scrutiny of the Internal Revenue Service. See T.D. 6175, 1956-1 Cum. 
Buti. 255 § 1.731-1(c) (3). 

25 BARRETT AND SEAGO, PARTNERS AND PARTNERSHIP, C. 2, § 2.2 at 28-33 (1956). 
The Senate Committee Report on Subchapter K recognizes the ratios of sharing 
profits and losses may be different, and will be recognized. S. Rep. No. 1622, 83d 
Cong., 2d Sess. 379 (1954). See also, Treas. Reg. § 1.704-1(b)(1) (1958). 

26 Int. Rev. Cope or 1954, § 761(a) (2); I.T. 3930, supra note 18. 


27 A similar argument might be made in the case of a “carried interest” since the 
carried party has no personal liability for development costs. G.C.M. 22730, supra 
note 1, at 223. However, the courts have not generally accepted this conclusion, since 
the carried interest usually is, in form at least, the legal owner of a fractional work- 
ing interest. See cases cited, supra note 9. 
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ginia. Obviously, they are a variation of the “net profits” interest, 
but the tax results are not identical. A is not taxable on the sale 
of the interests, an obligation being implied to use the funds for 
development.** However, the excess of such funds over actual drill- 
ing costs is ordinary income to A.*® The investors capitalize the sums 
paid for their interests, and are allowed depletion on amounts paid 
to them.*° 

(2). Tax Result With Partnership. A contributes the unfinished 
well to the partnership. The investors contribute sums estimated to 
be required to complete it, and acquire 1 per cent partnership in- 
terests. Operating costs are allocated pro-rata, or in fixed amounts 
to the investor-partners and the balance to A. 


The partnership approach, again, eliminates some of the adverse 
tax consequences. A realizes no taxable income from the contribu- 
tions of investor-partners, even as to the excess of such sums over 
well costs.** The investors capitalize their partnership contributions, 
but they are entitled to their ratable 1 per cent share of all deduc- 
tions for subsequent well expenditures, including intangibles.** The 
specific allocation of operating costs appears to have no tax motiva- 
tion and is probably unobjectionable. Partnership depletion will be 
allocated to the partners in accordance with their income shares.** 


E. Acquisition of an Interest for Services. 


A acquires an oil property for exploration and development, for 
cash. In connection with the acquisition, and to conserve cash, he 
conveys interests in the property to B, a driller, for drilling wells; C, 
an engineer, for appraising the property and locating wells; D, a 
lease broker, for finding the property; and E, a lawyer, for handling 
acquisition and other legal services. Such interests may be oil pay- 
ments, royalties, net profits interests or working interests. 

(1). Tax Result Without Partnership. The problem of “eco- 
nomic interests” received for services has never been satisfactorily 





28 Transcalifornia Oil Co., 37 B.T.A. 119 (1938), nonacq., 1942-1 Cum. But. 30; 
Rawco, Inc., 37 B.T.A. 128 (1938); G.C.M. 22730, supra note 1, at 222. 

2® Rogan v. Blue Ridge Oil Co., 83 F.2d 420 (9th Cir.), cert. denied, 299 U.S. 574 
(1936). 

80 Beach Petroleum Corp., 5 CCH Tax Ct. Mem. 638 (1946). 

81 Int. Rev. Cope or 1954, $ 721. 

82 Int. Rev. Cope or 1954, § 704(b). 

83 Int. Rev. Cope or 1954, § 704(b). 
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resolved.** It has been held that an oil payment given for the services 
of a drilling contractor in drilling wells does not constitute compen- 
sation to the contractor, but that his cost of the well has the character 
of an investment in the property.*® Hence, the drilling costs are 
capitalized as cost of the oil payment, and the payments are taxed 
as ordinary income (less cost depletion), when and as received. It 
has been suggested that this deferment logically extends to other 
types of services, provided they are rendered directly in connection 
with the acquisition and development of the property out of which 
they are paid.** However, it cannot be said that the courts have ac- 
cepted this result, with respect to services other than drilling.*” 

(2). Tax Result with Partnership. A, B, C, D and E form a 
partnership, to which A contributes all the cash capital required. 
B, C, D and E render services for which they receive an interest in the 
profits commensurate with their services. 

A distinction must be drawn here between an interest in profits 
and in partnership capital. If A credits the capital accounts of the 
service partners with ratable portions of his cash contributions, they 
realize ordinary income, on the familiar theory of constructive re- 
ceipt.** It has been suggested that this regulation has no application 
to oil and gas partnerships because of the “economic interest” doc- 
trine outlined above* and one case appears to support this, at least 
where the transfer of capital was postponed until liquidation of the 





84 For a full discussion of this problem, see Shelton, The Taxation of Oil and Gas 
Interests Received for Property or Services, 5th Ann. Oil and Gas Inst., Southwestern 
Legal Foundation 385 (1954). 

85 Edwards Drilling Co. v. Commissioner, 95 F.2d 719 (Sth Cir. 1938); Dearing 
v. Commissioner, 102 F.2d 91 (5th Cir. 1939); Lee v. Commissioner, 126 F.2d 825 
(5th Cir. 1942). 

36 This is on the theory that they constitute part of the “reservoir of capital” in- 
vested in the property, and therefore constitute “economic interest” taxable in the 
same manner as interests received for cash or property. If they were payable out of 
other property, or after development was completed, however, they would not be 
“economic interest” and would be taxable as compensation at fair market value on 
receipt. 1-4 Om & Gas Tax Q. 18 (1952). G.C.M. 22730, supra note 1, at 221; 
Shelton, supra note 34. 

87 Thomas W. Blake, Jr., 20 T.C. 721 (1953), appeal dismissed, 5th Cir. 1954, net 
1954-2 Cum. Butt. 3; Leland J. Allen, 5 T.C. 1232 (1945), acqg., 1946-1 Cum. But, 
1; Massey y. Commissioner, 143 F.2d 429 (5th Cir. 1944); Walls v. Commissioner, 
60 F.2d 347 (10th Cir. 1932). 

38 T.D. 6175, 1956-1 Cum. Butt. 251, § 1.721-1 makes an exception to the general 
rule, that no gain is recognized on contributions to a partnership, for a capital in- 
terest transferred for services. A capital interest is an interest in the assets which is 
distributable to the partner on liquidation. Supra at 229, § 1.704-1(e) (1) (v). Accord., 
Harry W. Lehman, 19 T.C. 659 (1953). 


89 Miter, Ort aND Gas FEDERAL INcoME TAXATION, 27-29 (2d ed. 1957). 
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partnership. The Advisory Committee on Sub-Chapter K has rec- 
ommended a specific statutory amendment to clarify this subject.** 

With this reservation, it is clear that the partnership offers new, 
and perhaps unsuspected, possibilities for a combination of investin 
and service partners. Thus, take the simple situation of drilling for 
an oil payment, considered above. The investing partners contrib- 
ute the lease; the drilling partner contributes the drilling costs. The 
driller can be allocated all the intangibles in this case, since he bore 
the specific cost.** The partnership agreement might provide that 
the driller shall receive a specific fraction of the gross or net income, 
for a specific period, after which his interest in the partnership will 
be liquidated.** The driller receives both the benefit of intangibles 
and depletion on his share of the income.** This is a result which 
many drillers have sought unsuccessfully in court.** If the investing 
partners desire a tax result more favorable to them, payments to the 
driller can be made out of net income, with deductions shared in 
accordance with distributive shares of such net income. 


F. Unitization Agreements. 


Owners of separate leases in the same producing field wish to pool 
their interests and operate them as a unit. They enter into an agree- 
ment which (a) gives each of them a percentage interest in the total 
production proportionate to the value of the interests contributed 
(based on reserves, or productive acre feet, or surface acres), (b) 
equalizes their prior investments in drilling, equipment and inventory 
(by payments of cash or oil payments), and (c) provides for cen- 
tralized management and operation of the properties by one of the 
parties or by an operating committee. 

(1). Tax Result Without Partnership. The act of pooling is re- 
garded by the Service as an exchange of like properties, whether or 


40 Farris v. Commissioner, 222 F.2d 320 (10th Cir. 1955). 


41 The recommendation would confirm the rule stated in the regulations, but would 
exclude capital appreciation, in which the service partners could share, and would 
except situations in which receipt of the capital interest would not otherwise consti- 
tute taxable income. Presumably, this would preserve the existing ambiguity with 
respect to “economic interests” received for services. 

42 See discussion under case A; supra. 

43 This has “substantial economic effect” so long as the dollar allocation and tax 
allocation are identical. 


44 Probably the partnership cannot allocate more than a ratable proportion of the 
partnership depletion to the driller, which may be reduced by the “net income” 
limitation. 


45 See, e.g., Dearing v. Commissioner, supra note 35. 
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not there are actual cross-assignments of title.“ From this premise, 
certain results flow, not altogether favorable to the taxpayers in- 
volved. While the exchange itself is tax free, cash or other property 
received in the exchange constitute “boot,” taxable as capital gain.*" 
The undivided interest in unit production constitutes a new and sep- 
arate property for depletion purposes.** Unless separate exchanges 
of depreciable and depletable property are provided for,*® each 
party is required to reallocate his basis in proportion to the respec- 
tive fair market values of equipment and leasehold interests. This 
usually produces a transfer of basis to depletion account, where it is 
lost if the taxpayer uses percentage depletion.” 


Until quite recently, there was an almost total absence of judicial 
authority on these questions. However, in Earl V. Whitwell® and 
Belridge Oil Co., the Tax Court upset these well-established the- 
ories by holding that there was no exchange of properties, only a 
joint agreement for conservation and common production. In 
Belridge Oil Co., it was held that there was no new property for de- 
pletion purposes, and that the taxpayer should continue to deplete 
separately two properties contributed to the unit, one on percentage 
and the other on cost depletion. In Earl V. Whitwell, an oil pay- 
ment received to equalize investment was held not to constitute 
“boot” taxable upon receipt, but an economic interest taxable as 
ordinary income when paid.™ The Fifth Circuit affirmed the holding 
of the Tax Court that there was no exchange (because of peculiar- 
ities of local law), but held that the oil payment was a “return of 


46 Int. Rev. Cope or 1954, § 1031(a). 


47 Int. Rev. Cope or 1954, § 1031(b). There appears to be some difference of 
opinion as to whether oil payments are “other property,” taxable as boot, or constitute 
merely a temporary enlargement of participation in the Unit, taxable as ordinary in- 
come. Cf. MILLER, Orr AND GAs FEDERAL INCOME TAXATION 317 (3d ed. 1957); 
BREEDING & BurRTON, TAXATION OF Ort AND Gas INcomE 243 (1954). An oil pay- 
ment given by the Unit to equalize costs might well be distinguished from one retained 
by a participant against his own properties, upon transfer to the Unit. 

48 The Commissioner so contended in Belridge Oil Co., 27 T.C. 1044 (1957), non 
acq., 1958 Int. Rev. But. No. 17, at 19, appeal pending, 9th Cir. See discussion, infra. 

49 Cf., Choate v. Commissioner, 324 U.S. 1 (1945). 

50 Int. Rev. Cope or 1954, § 1031(d) ; Treas. Reg. 118, § 39.23(1)-4 (1953) ; E. C. 
Laster, 43 B.T.A. 159 (1940). 

51 Percentage depletion is allowable without regard to basis. 

5228 T.C. 372 (1958) ; rev'd, os 1958 Stanp. Fep. Tax Rep. (58-2 U. S. Tax 
Cas.) 4 9658 (Sth Cir. June 30, 1 ). 

53 Supra note 48. 

54 The oil payment in this case satisfied, in part, a debt of the taxpayer to the Unit 
and the balance represented a net equalization payment to him. No distinction was 
made by the Tax Court by reason of the dual character of the payment. 
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capital invested” and not income at all, either when received or when 
paid out of production. 

(2). Tax Result With Partnership. Although none of the three 
decisions mentions “partnership,” the opinion is ventured that both 
courts were groping towards a solution based on partnership prin- 
ciples. The finding that there was no “exchange,” rather a commit- 
ment to a common business venture, strongly suggests the joint ven- 
ture or partnership relation. The “return of capital” conclusion of 
the Fifth Circuit seems explicable only on the theory that Whitwell 
was withdrawing a part of his capital committed to a common ven- 
ture, just as a partner may withdraw from his capital account with- 
out tax consequence. 


The result in the Whitwell case seems to be fortified by section 
731 of the statute, which provides the basic rule of non-recognition 
of gain or loss to a partner upon distributions, except where money 
is distributed in excess of the adjusted basis of his partnership inter- 
est. However, the regulations under this section provide that it does 
not apply to a distribution made in order to effect an exchange be- 
tween two or more partners,” thus leaving the matter still in doubt. 
The same question arises where participating percentages are revised, 
and cash distributions made, to reflect additions to the unit or re- 
visions in the original reserve estimates."* The particular regulation 
seems to be aimed primarily at the use of a partnership as a conduit 
for transferring property from one person to another,®’ and it is 
doubtful that it is applicable to this situation.** Moreover, both the 
Tax Court and the Fifth Circuit appear to be committed now to the 
proposition that unitization involves no exchange. 

Another common method of equalization is to provide that the 
unit members who have not proportionately developed their prop- 
erties will bear all development costs until they have spent an 
amount equal to the developed properties. Under existing law, such 
members are required to capitalize the excess of development costs 


55 T.D. 6175, 1956-1 Cum. Buty. 255 § 1.731-1(c) (3). 

56 These transactions have also been regarded as exchanges, under administrative 
practice, with recognition of “boot” and reallocation of basis. 

57 T.D. 6175, 1956-1 Cum. Butt. 255 § 1.731-1(c) (3) (i) and (ii). 

58 The formation of any partnership, or readjustment of interests therein on the 
admission of new partners, theoretically involves the same question of “exchange,” 
since each partner acquires an indirect interest in the property contributed by others. 
No partner acquires any legal interest in the property of other partners. If there is 
an “exchange” it is an exchange of an interest in property for an interest in the 
partnership. 
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over the fraction thereof representing their percentage interest in 
the unit; in partnership form, all such costs may be allocated to the 
drilling partners who bear them. Equipment costs are also sometimes 
equalized by having the parties with developed properties rent their 
equipment to the unit until all parties have spent a like amount for 
equipment. In partnership form, this presents no particular prob- 
lems,*° whereas the parties paying such equipment costs after unitiza- 
tion may now be required to capitalize a portion thereof as additional 
cost of their unit interest. 

The major problem of unit operations in partnership form appears 
to be the handling of depletion and depreciation. Under current 
practice, the Unit members continue to compute these deductions, 
using their own basis for the properties transferred to the Unit. As a 
partnership, the Unit would compute depletion and depreciation, 
using the collective bases of the properties acquired,” and allocate the 
deductions therefor to the members, generally in accordance with 
their participating percentages.* This may not be satisfactory to 
Unit members having high cost bases for their properties. In addition, 
the determination of the property unit for depletion may involve 
serious accounting problems for the Unit operator. While the prop- 
erties involved are probably in the main contiguous, and are acquired 
at the same time, they are acquired from different grantors, and thus 
constitute “separate properties” under technical Service rules.“ 

These problems may not be insoluble. Aggregation of the prop- 
erties into a single property unit seems clearly permissible under 
the 1954 Code. The possibility also exists that, under the partial 
exclusion from partnership provisions provided in section 761, the 
members might be allowed to compute depreciation and depletion 
as though the properties had not been contributed to the partnership. 


59 Treas. Reg. 118, § 39.23(m)-16(a) (1) (1953) ; Proposed Treas. Reg. $ 1.612-4, 
21 Fed. Reg. 8446 (1956). 


60 The partnership is treated as an entity with respect to transactions between the 
partnership and , er except in the case of a “controlled” partnership. Int. Rev. 
Cope oF 1954, 07. See also discussion under “Transactions with Partnership” 
(Item A(5) nd: A III infra). Rentals are thus deductible by the partnership. 

, 81Int. Rev. Cove or 1954, § 703, § 723. 

62Int, Rev. Cone or 1954, § 704(b). 

68 G.C.M. 22106, 1941-1 Cum. Butt. 245, Example VI. The cases seem to support 
the Service position with respect to the “contiguity” doctrine, Berkshire Oil Co., 
9 T.C. 903° (1947) ; William H. Cree, 47 B.T.A. 868 (1942), but not with respect to 
the “separate acquisition” doctrine, Gifford-Hill & Co. v. Commissioner, 180 F.2d 
655 (5th Cir. 1950); Black Mountain Corp., 5 T.C. 1117 (1945). 


64 Int. Rev. Cope or 1954, § 614(b). 
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Section 704(c)(3) now provides this treatment for undivided in- 
terests in the same property contributed to a partnership, but not for 
the contribution of several properties. 


II. Om Anp Gas Assoctations DistiINGUISHED FroM PARTNERSHIPS 


The foregoing discussion has assumed that all of these sharing 
arrangements constitute either partnerships or cotenancies, under 
which the members report individually their shares of gross income 
and expenses. 

There is, however, a third possibility. Section 761(a) defines a 
“partnership” as any unincorporated organization carrying on a 
business venture “which is not, within the meaning of this title, a 
corporation or a trust or estate.” The election to be excluded from 
Subchapter K is afforded only to unincorporated organizations en- 
gaged in the joint production, extraction or use of property which 
are not used for selling services or the mineral property produced or 
extracted. The regulations elaborate this as follows: * 

(1) The participants must be co-owners (i.e., must jointly own 
the fee, the leasehold, or the operating rights). 

(2) The participants must reserve the right separately to take 
the mineral in kind, or to dispose of it for their own account, and 
also— 

(3) May not delegate authority to sell their individual shares 
of the production, unless such delegation is limited to a period of 
time not in excess of the minimum needs of the industry, and in no 
event more than one year. 

(4) Finally, the organization may not have, as one of its prin- 
cipal purposes, cycling, manufacturing or processing for persons 
not members of the organization. 

Taken literally, the stated requirements would seem to affect only 
the right to elect exclusion from the partnership provisions, with 
the result that the organization remains a partnership. Not so; the 
regulation carries two subtle connotations which are apt to escape 
the uninitiated: 

(1) If the first condition, that the parties be co-owners, is not 
met, there is no joint activity, hence no organization capable of 
making the election. Thus, a lessee is not engaged in any joint activ- 
ity with his lessor, nor are the holders of net profits interests en- 


65 T.D. 6175, 1956-1 Cum. But. 308 § 1.761-1(a) (2) (iii). 
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gaged in joint activity with the working-interest owners, who are 
solely responsible for operating costs. In the absence of “associates,” 
there can be no partnership or association. 

(2) If the second and third conditions are not met, the organi- 
zation will be classified as an association taxable as a corporation.” 
It will not qualify as a partnership, or be entitled to elect to be ex- 
cluded therefrom. 

To understand the significance of the “association” concept em- 
bedded in section 761, it is necessary to refer to I.T. 3930, published 
in 1948, which the present law attempts to codify. This ruling, after 
reciting the characteristics of typical joint operating agreements in 
the oil industry, starts with the premise that such agreements gen- 
erally constitute “mining partnerships.” A mining partnership, by 
definition, is similar to an ordinary partnership, except that it con- 
tinues in existence despite the death or bankruptcy of a member, 
and despite the transfer of a partnership interest without the con- 
sent of other partners.® 


Unfortunately, continuity of life is also one of the prime tests of 
the existence of an association, under the leading Supreme Court de- 
cisions.” IT. 3930 observes that operating agreements also have 
“associates” and centralized management through the appointed op- 
erator. Thus it concludes that such organizations are associations 
taxable as corporations, unless the members reserve the right to take 
and dispose of their individual shares of the mineral produced. The 
rationale is that the profit is realized from sales of the mineral, and 
unless one of the parties, or a delegated marketing agent, markets 
the oil on behalf of the others, they are not acting jointly in realizing 
profit. In the words of the ruling, they lack a “joint profit objec- 
tive.” Hence, the development of the tests now stated in the statute 
and regulations, relating to the reservation of the right to take in 
kind, and the revocable or limited agency to market the product. 


1.T. 3930 has never been tested in the courts, and there is reason- 


66 Lewis v. Commissioner, 301 U.S. 385 (1937) ; Knoxville Truck Sales & Service, 
10 T.C. 616 (1948). 

67 I.T. 3930, 1948-2 Cum. Butt. 126; I.T. 3948, 1949-1 Cum. Butt. 161. 

68 These incidents of the ordinary partnership are known as delectus personae; 
that is, the right of a partner to decide what new partners, if any, may be admitted 
to the firm. For a complete discussion of mining partnerships, see Jones, Mining 
Partnerships in Texas, 12 Texas L. Rev. 410 (1934). 

69 Morrissey v. Commissioner, 296 U.S. 344 (1935); Helvering v. Coleman- 
Gilbert Associates, 296 U.S. 369 (1935) ; Swanson v. Commissioner, 296 U.S. 362 
(1935) ; Helvering v. Combs, 296 U.S. 365 (1935). 
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able doubt that it gives adequate consideration to other non-corpo- 
rate characteristics of oil operating agreements.” Rightly or wrong- 
ly, however, it states a precise and practicable rule for ascertaining 
the existence of an association, which is now supported by some 
back-handed statutory authority. At least administratively, it seems 
clear that joint operating agreements which do not conform to 
I.T. 3930 will not be recognized as partnerships, and will not be 
permitted to elect to be treated as cotenancies. 

But suppose the parties enter into a formal partnership, to carry 
out the objectives of a joint operating agreement? Must every part- 
ner be given the right to take and dispose of his share of partner- 
ship oil, on penalty of being classified as an association? In theory, 
no. An entity, the partnership, now holds title to the properties and 
to the oil produced; no longer are there co-owners of the property 
itself. Any partner can be delegated authority to sell the partner- 
ship oil. I.T. 3930 should have no application to this situation. 

Nor does it follow that all such partnerships are automatically as- 
sociations. By forming a partnership, the partners have denied them- 
selves limited liability, which seems the most basic of all corporate 
characteristics. Moreover, while managing partners are common, 
this is not “centralized management” in the corporate sense. The 
responsibility of an operator to his non-operators, and of a managing 
partner to his associates, is much closer than that of a board of direc- 
tors to corporate stockholders. 

There are, of course, limited partnerships, where some of the 
partners may limit their liability to the amount of their contribu- 
tions, and these are not necessarily associations."* But here the tax 
law is relatively clear. In order to have a limited partnership, not 
taxable as an association, continuity of life must be eliminated.” 

70 The cases seem to agree that the basic test is “corporate resemblance,” but diverge 
widely as to which corporate characteristics are controlling. Thus, the retention of 
title individually by the cotenants, and the absence of limited liability were em- 
phasized in Commissioner v. Horseshoe Lease Syndicate, 110 F.2d 748 (Sth Cir. 
1940), and Commissioner v. Rector & Davidson, 111 F.2d 332 (Sth Cir. 1940). But 
cf., Commissioner v. Fortney Oil Co. 125 F. 2d 995 (6th Cir. 1942) and Wabash 
Oil & Gas Ass’n. v. Commissioner, ‘160 F.2d 658 (1st Cir. 1947). There is an 
excellent analysis of I.T. 3930 and an exhaustive review of the “association” cases 
in Sneed, More About Associations in the Oil and Gas Industry, 33 Texas L. Rev. 
168 (1954). The author concludes that, in addition to the “universal” characteristics 
of associations, which he lists as (1) associates, (2) joint profit activity, (3) con- 
tinuity of life, and (4) centralized management, both centralized title and limited 
liability are requisite, or a significant number of lesser corporate indicia plus either 
centralized title or limited liability. 

71 Glensder Textile Co., 46 B.T.A. 176 (1942). 

72 Treas. Reg. 118, $ 39.3797-5 (1953). 
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The death or bankruptcy of the general partners must terminate the 
partnership, and the interests of general partners may not be trans- 
ferred without consent of the other partners. In addition, the lim- 
ited partners may not participate in the management of the enter- 
prise, at least to the degree permitted in a general partnership.™ 

To summarize, it appears that the partnership relation for tax 
purposes, to which Subchapter K will apply, may be created in 
three ways: 

(1) By an ordinary operating agreement among co-owners, 
with individual rights in the oil reserved, provided the election to 
be excluded from Subchapter K is not exercised. 

(2) By a formal agreement constituting a mining partnership, 
with continuity of life and joint marketing of the oil produced, 
provided liability of the partners is unlimited. 

(3) By a formal limited partnership, with limited liability for 
limited partners, and joint marketing of the oil by the general part- 
ners, provided continuity of life is not permitted. 


Ill. Suscwaprer K 
A. General Principles. 


In general, Subchapter K codifies long-established partnership 
tules. New provisions have been added in areas where conflict or 
debate existed previously. If these problems have not been fully re- 
solved, at least a start has been made in the right direction. 

It may be helpful to summarize briefly the principal statutory 
rules: 

(1). Income. The partnership, of course, is not a taxpaying en- 
tity."* The partners individually continue to report the net income or 
net loss of the partnership. Since certain items of income or deduc- 
tion are specially treated under the revenue laws, these items must 
be segregated and reported separately by each partner.”* Capital gains 
and tax-exempt income are the most familiar; intangibles and ex- 
ploration expenditures are two others of importance to the mineral 
industry.”® 

(2). Distributive Shares. A partner’s distributive share of any 


73 Glensder Textile Co., supra note 71, at 183. 

74 Int. Rev. Cove or 1954, § 701. 

7 Int. Rev. Cope or 1954, § 702. 

76 T.D. 6175, 1956-1 Cum. Burr. 302, § 1.702-1(a) (8) (i). 
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item of income, deduction, gain or loss, is ordinarily determined by 
his share of ordinary profit or loss, as reflected by the books. How- 
ever, the new law permits special allocations of any such item, pro- 
vided the allocation is not tax-motivated.” It also specifically au- 
thorizes certain allocations of depreciation, depletion and gain or loss 
to reflect pre-contribution appreciation or depreciation of property.” 
Finally, where undivided interests in property are held in a partner- 
ship (and the partnership agreement does not provide otherwise) 
depreciation, depletion and gain or loss will be computed as though 
the interests were still held individually, provided the partners’ in- 
terests in capital and profits correspond to their undivided interests.” 

(3). Taxable Year. The taxable year of the partnership must 
conform to the taxable year of all its principal partners (owning 
over 5 per cent interest).*° Otherwise, it must adopt the calendar 
year, or get special permission from the Commissioner for a different 
year. The age-old controversy as to termination of a partnership is 
resolved by providing that it terminates for tax purposes only if no 
part of the business is carried on by any of the partners in the 
partnership, or if there is a sale or exchange of 50 per cent interest 
in capital and profits within a 12-months period.™ 

(4). Partners’ Basis. The basis of the partnership interest to a 
partner is the amount of money contributed by him, plus the adjusted 
basis of contributed property at date of contribution.*? This basis 
is increased by the partner’s distributive share of partnership income, 
both taxable and non-taxable, and by the excess of depletion deduc- 
tions over the basis of partnership property subject to depletion 
(which is similar to a non-taxable receipt of income). The basis is 
decreased by his distributive share of partnership losses, by non- 
deductible items which are not capitalized, and by distributions made 
by the partnership to the partner. Alternatively, a partner’s basis 
for his interest in the partnership may, under circumstances pre- 
scribed by regulations, be determined by reference to his proportion- 
ate share of the partnership’s basis for its assets. 


77 Int. Rev. Cove or 1954, § 704(b). 

78 Int. Rev. Cope or 1954, § 704(c) (2). 

79 Int. Rev. Cove or 1954, § 704(c) (3). 

80 Int. Rev. Cope or 1954, § 706. 

81 Int. Rev. Cope or 1954, § 708. 

82 Int. Rev. Cope or 1954, § 705(a). There are exceptions to this general rule, re- 
lating to partnership liabilities adjustments, discussed infra. 

83 Int. Rev. Cope or 1954, § 705(b). 
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(5). Transactions With Partnership. A partner may engage in 
transactions with the partnership as though he were a stranger (sales, 
property rentals, well-drilling, etc.). Exceptions are, that if the 
partner engaging in the transaction owns, directly or indirectly, more 
than 50 per cent interest, no Joss is allowed on the sale or exchange, 
and if he owns, directly or indirectly, more than 80 per cent interest, 
any gain from the sale of property which, in the hands of the trans- 
feree, is not a capital asset is treated as ordinary income. A partner- 
ship may guarantee payments of salary or interest to partners (i.e., 
determine them without regard to partnership income) and such 
guaranteed payments to that extent are deductible in computing 
partnership income.** 

(6). Contributions of Property. No gain or loss is recognized 
either to the partnership or to any partner upon a contribution of 
property to the partnership in exchange for a partnership interest.** 
The regulations make it clear that this rule applies not only to 
original contributions but also to additional contributions during the 
partnership’s existence.** The basis to the partnership of the assets 
so acquired is the contributing partner’s basis for the property at 
the time of contribution.** 

(7). Current Distributions. A partner is taxable only if money is 
distributed to him in excess of the basis of his interest in the partner- 
ship; such excess is taxable as capital gain. No gain or loss is realized 
on the distribution of property to a partner.*® The partner takes over 
such property at its adjusted basis in the hands of the partnership, 
but not to exceed the partner’s basis for his partnership interest. 
The recipient partner also reduces the basis for his partnership inter- 
est by the same amount.** 

(8). Liquidating Distributions. Like current distributions, gain is 
recognized to a partner only if money is distributed in excess of his 
adjusted basis for his partnership interest.®* Loss will be recognized 


84 Int. Rev. Cope or 1954, § 707(b). 

85 Int. Rev. Cope or 1954, § 707(c). 

86 Int. Rev. Cope or 1954, § 721. 

87 T.D. 6175, 1956-1 Cum. Butt. 251 § 1.721-1(a). 

88 Int, Rev. Cope or 1954, § 723. The regulations also provide for “tacking” on of 
the partnership’s holding period. T.D. 6175, 1956-1 Cum. Butt. 253, § 1.723-1. For 
the optional adjustment to the basis of partnership property see (10) infra. 

89 Int. Rev. Cope or 1954, § 731. 

90 Int. Rev. Cove or 1954, § 732(a). 

91 Int. Rev. Cope or 1954, § 733. 

92 Int. Rev. Cope oF 1954, § 731(a) (1). 
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only if the final distribution is confined to money and is exceeded by 
the partner’s remaining basis for his interest.** Property distributed to 
a partner in liquidation always takes as its basis the remaining un- 
recovered basis of his interest in the partnership (a “substituted” 
basis rather than the “carryover” basis normally applied to current 
property distributions) .** 

(9). Sale of Partnership Interests. A sale by a partner of his 
interest in the partnership is treated as the sale of a single capital 
asset and not as the sale of a fragmented interest in all of the partner- 
ship assets, thus resolving a bitterly litigated question. An exception 
is spelled out, to the extent gain or loss is attributable to “unrealized 
receivables” and “substantially appreciated inventory” items of the 
partnership. Any amount so attributable is treated as ordinary income 
or loss under the so-called “collapsible partnership” provisions.” 
Unrealized receivables and appreciated inventory are specially de- 
fined for purposes of this section. In the light of these definitions, 
the instances in which an oil and gas partnership will be subject to 
this provision probably will be comparatively rare. 

(10). Optional Adjustment to Basis of Partnership Assets. A new 
concept has been introduced, permitting a partnership to elect to 
adjust the basis of its partnership properties in two situations: (1) 
in the case of transfer of a partnership interest by sale, exchange, or 
death of a partner,” and (2) in the case of distributions of property.** 
The election, if made, must apply both to transfers and to distri- 
butions.” Once made, the election applies to all future distributions 
and transfers unless it is revoked with the permission of the district 
director. The regulations would seem to indicate a fairly liberal at- 
titude as to grounds for revocation.’ 

In the case of transfers, a purchaser may pay more or less for his 
partnership interest than his proportionate share of the basis of part- 
nership assets, because of appreciation or depreciation in the hands 
of the partnership. The adjustment therefore increases or decreases 
‘ the basis of partnership assets by this differential, but only with re- 


98 Int. Rev. Cope or 1954, § 731(a) (2). 

94 Int. Rev. Cove or 1954, § 732(b). 

95 Int. Rev. Cope or 1954, $ 741. 

96 Int. Rev. Cope or 1954, § 751. 

97 Int. Rev. Cope or 1954, § 743. 

98 Int. Rev. Cope or 1954, § 734. 

99 Int. Rev. Cope or 1954, § 754. 

100 T.D. 6175, 1956-1 Cum. Bur. 302, § 1.754-1(c). 
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spect to computations affecting the transferee’s income. The effect 
is to place the transferee partner in the same position as if a new 
partnership had been formed upon the transfer, and the basis of its 
assets restated to reflect his actual cost. 

In the case of certain distributions of property to a partner, such 
partner may not take the partnership basis for such property, but may 
be required to substitute his basis for his partnership interest (see 
paragraphs (7) and (8) above). The optional basis adjustment in 
these cases operates to increase or decrease the basis of the remaining 
partnership property, and preserves to the partnership (hence to the 
other partners) their proper share of the basis of the distributed prop- 
erty immediately prior to the distribution. Unlike the transfer ad- 
justment, the distribution adjustments affect all partners. 

There are two situations where, even if the basis adjustment is not 
elected by the partnership, it may be invoked by a partner or by 
the Commissioner.’ If a partner acquires his interest by purchase, 
exchange, or inheritance, and within two years thereafter receives 
a distribution of property, he may claim the appropriate basis ad- 
justment as if the partnership election had been in effect at the 
time of his acquisition of an interest. Also, under certain circum- 
stances specified in the regulations, the adjustment may be mandatory 
if a partner has acquired his interest by purchase, exchange, or in- 
heritance, and the appreciation in value of the partnership property 
at the time of such acquisition was more than 10 per cent, whether 
or not the distribution was made within a two year period after 
acquisition.*” 

(11). Partnership Liabilities. The basis of a partner’s interest in 
a partnership is increased or decreased to reflect changes in partner- 
ship liabilities.‘ If a partner, in his individual capacity, assumes 
partnership liabilities, the assumption is considered as a contribution 
of money to the partnership and hence an increase in the partner’s 
basis for his interest in the partnership. Conversely, if the partner- 
ship assumes liabilities of the partner, there is a decrease in the basis 
of the partner’s interest. The partner’s basis is also increased or de- 
creased by the amount by which his proportionate share of partner- 


101 Int. Rev. Cove or 1954, § 732(d). 

102 T.D. 6175, 1956-1 Cum. But. 260 § 1.732-1(d) (4). The intention here is to 
prevent a shift of basis from property not subject to depreciation or depletion to 
property which is subject to these deductions. 

108 Int. Rev. Cope or 1954, § 752. 
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ship liabilities is increased or decreased. The regulations provide 
that a partner’s share of partnership liabilities is to be determined in 
accordance with his ratio for sharing losses under the partnership 
agreement. Under this rule a limited partner’s share of liabilities 
cannot exceed the amount of additional contributions, if any, for 
which he may be liable under the partnership agreement. Thus, if 
the limited partners’ agreed capital contributions are fully paid, the 
total partnership liabilities would be allocated entirely to the general 
partners. 

If property is owned by a partnership which is subject to a 
liability for which neither the partnership nor any of the partners is 
personally liable, the amount which is taken into account as a partner- 
ship “liability” is limited to the fair market value of the property. 
The partners’ share of such a “liability,” including limited partners, 
is determined in accordance with their ratio for sharing gains under 
the partnership agreement. 


B. Application to a Specific Situation. 


The foregoing body of partnership rules may seem complicated; in 
many respects, they are. However, it should be recognized that 
partnership tax problems are mainly accounting problems, and that 
what the lawmakers were trying to provide, in the 1954 Code and 
regulations, is a set of accounting rules. In order to visualize more 
clearly the application of these rules, it is desirable to take a specific 
factual situation and trace the actual accounting under Subchapter 
K. It is not possible, of course, to attempt to show all the variations, 
or even a substantial number of them. But it is believed that the 
example chosen is a typical oil and gas venture, that the problems pre- 
sented are also characteristic, and that it may give the reader a better 
understanding of fundamental partnership accounting. 

Assume that A has a lease which has no cost to him but which has 
been proven by the drilling of wells in the area and has a current 
fair market value of $200,000. B is an investor who wishes to ac- 
quire a one-half interest in the property and who will share in the 
cost of developing it. There will be discussed two of the methods 
under which they can conduct the operation in partnership form.’® 


104 T.D. 6175, 1956-1 Cum. Butt. 300 § 1.752-1(e). 

105 Further examples of methods which could be employed include: sale of the 
asset to B followed by A contributing $200,000 cash and B contributing the lease; 
partnership agreement provides for the allocation of depreciation, depletion, or gain 
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Under one method A would sell an undivided one-half interest in 
the lease to B for $100,000. Each would then contribute his un- 
divided one-half interest to the partnership. In addition, A would 
contribute the $100,000 cash which he received from B for pur- 
chase of the lease and B would contribute another $100,000 in cash. 
Accordingly, since each would have a one-half interest in the capital 
and profits of the partnership and equal undivided interests in the 
lease, they could therefore report their distributive shares of the 
partnership profits and losses by computing depletion (and gain or 
loss on the subsequent sale of the lease) under section 704(c) (3). 

Alternatively, A could contribute the lease as his share of the 
partnership capital and B could contribute $200,000 in cash for 
his one-half partnership interest. They could agree further that 
the operating profits and losses would be divided equally between 
them, that each would be entitled to equal distributions from the 
partnership, and that no account would be taken of A’s unrealized 
appreciation in the lease until such time as his interest is terminated. 
Under these circumstances the partners’ distributive share of profits 
and losses would be determined under section 704(c) (1). 

(1). Application of section 704(c)(3). Assume first that it is 
decided to adopt the undivided interest approach under section 704- 
(c) (3), and that the $200,000 cash paid into the partnership is used 
for the drilling of three wells on the property, one-half of which is 
expended in each of the first two years of operation. Assume further 
that during the first four years of operation the results are as follows: 


Schedule 1 
Intangible Rate of 
Oil Operating Drilling & Cost De- 
Sales Expenses Development pletion 


$100 ,000 3% 
150 ,000 100 ,000 7% 
200 ,000 — 10% 
300 ,000 — 10% 
$200 ,000 


Net cash operating income 


At the end of the fourth year the property is sold for $1,500,000. 


or loss so as to take into account all or a part of the pre-contribution appreciation 
under section 704(c) (2). For the sake of brevity these methods will not be discussed. 
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The partnership is liquidated early in the fifth year and the net cash 
on hand is distributed equally to the two partners. The amount dis- 
tributed and the net cash gain of each partner for the entire period 
is as shown below: 


Schedule 2 
A B 

Cash paid by B to A for lease interest................. $ 100,000 $ (100,000) 
I 5s 0b oid soko cx entovtmeen dep (100 ,000) (100 ,000) 
rE Se ccc cavs oes akacasceckeemas $ —0— $ (200,000) 
Total cash taken out: 

pO a ey er $ 200,000 

Net cash from operation as above..... 410,000 

Net cash from sale................... 1,500,000 
Total cash for distribution................ $2,110,000 1,055,000 1,055,000 
I ee en race wamcame we tare seen $ 1,055,000 $ 855,000 





Under the assumed facts, net taxable gain or deductible loss for 
each of the years of operation of the lease would be as follows: 


Schedule 3 
Total A B 

1st Year: 
IIE oc: «cea wine cn vt UR 00us ieee $ 50,000 $ 25,000 $ 25,000 
Operating expenses................0eee ee eeeee $ 10,000 $ 5,000 $ 65,000 
Intangible drilling & development............. 100 ,000 50,000 50,000 
SR. Fa sricnies i Seahee es pees $ 110,000 $ 55,000 $ 55,000 
Net loss before depletion...................... $ (60,000) $ (30,000) $ (30,000) 
Cost depletion on B’s interest at rate of 3% of 

I akon 6 3% <hida wie Sas Ap peastee adie eoda oes (3,000) — (3,000) 


TR iRenas 0 ticentdennannncapartacaseecnecns $ (63,000) $ (30,000) $ (33,000) 
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Schedule 8—Continued 

2nd Year: Total A B 
CME, bi icitniienes re ceadssaransaticnsebnieens $ 150,000 $ 75,000 $ 75,000 
Operating Gxpenees.........ccccccccccccccesess $ 20,000 $ 10,000 $ 10,000 
Intangible drilling & development............. 100 ,000 50,000 50,000 
is cores CBackeabesevbaneaincdoceeaeiaoae $ 120,000 $ 60,000 $ 60,000 
Net income before depletion.................. $ 30,000 $ 15,000 $ 15,000 
Statutory depletion—50% of net income....... 15,000 7,500 7,500 
Net taxable income......................2000- $ 15,000 $ 7,500 $ 7,500 
Srd Year: 

WI oo ond sncescskicnvnkaccncpsde eaten $ 200,000 $100,000 $ 100,000 
Qperating empemecs. -. 2... 28. chee cece 30 ,000 15,000 15,000 
Net income before depletion.................. $170,000 $ 85,000 $ 85,000 
Statutory depletion—2744% of gross income... 55,000 27,500 27,500 
De Ca HN aoe es bi es $115,000 $ 57,500 $ 57,500 
4th Year: 

I oho i ns sno mas Mowakeuney $ 300,000 $150,000 $ 150,000 
Operating expenses...................0.-2 eee 30 ,000 15,000 15,000 
Net income before depletion.................. $ 270,000 $135,000 $ 135,000 
Statutory depletion—2714% of gross income... 82,500 41,250 41,250 
Net taxable income.......................00- $ 187,500 $ 93,750 $ 93,750 











The gain on the sale of the property would be as follows: 


Schedule 4 
Total A B 

nT a ee eee. $ 1,500,000 $750,000 $ 750,000 
I i sesso sla's Scand see beat a eee $ —0— = $ 100,000 
Less depletion allowed to B: 

Ist Year (Cost) $ 3,000 

2nd Year (Statutory) 7,500 

3rd Year (Statutory) 27,500 

4th Year (Statutory) 41,250 
Bi AV TTI TT eee ree ee $ —0O— $ 79,250 
Adipeaed cont WOMB. seid oki 8 i ieei ne Vesees ARSE WEES $—-0O— $ 2,750 


Tasnble capital Gain. .....0..csccccseccvessecvesarercsusee $ 750,000 $ 729,250 
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There would be no gain or loss on the liquidation of the partner- 
ship, which is shown by the following computation: 


Schedule & 


Basis of partner’s interest: 
Lease contributed 
Cash contributed 


Operating income or (loss) 
lst Year 


Thus, a summary of the taxable income which would be reported 
by each of the two individuals under section 704(c)(3) is as fol- 


lows: 


Schedule 6 


Capital gain on sale of interest by A to B 


Operating income or (loss) 


4th Year 
Capital gain on sale 
Capital gain on liquidation 


Total taxable income 
Non-taxable statutory depletion in excess of cost of 
property 


Net cash gain as shown above 


A 
100 ,000 


(30 ,000) 
7,500 
57,500 
93,750 
750 ,000 
—0— 


978,750 


76 ,250 


$ 1,055,000 


B 
$ —)— 


(33,000) 
7,500 
57,500 
98,750 
729 ,250 
—~— 


$ 855,000 
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(2). Application of section 704(c)(1). If, in the alternative, it 
was decided to use the general rules of section 704(c)(1), and as- 
suming the same facts as in the preceding example, the cash receipts 
and disbursements and net cash gain would be the same as shown 
in Schedule 2. Since the partnership has a zero basis in the lease, the 
net taxable gain or deductible loss for each of the years of operation 
would be the same as shown in Schedule 3 above, except that B 
would not have been entitled to the $3000 cost depletion in the first 
year of operation and there would have been no lease cost for B to 
deduct upon the final sale of the lease. Thus, each would have to 
report $750,000 capital gain on the sale. 

However, there would have been a gain or loss on liquidation 
which would be computed as follows: 


Schedule 7 


Basis of partner’s interest 


Operating income or (loss) 


Percentage depletion in ercess of cost of property 
lst Year 


Total basis 
Cash distribution from Schedule 2 


Capital gain or (loss) on liquidation $ (100,000) 


Under these circumstances a summary of taxable income under 
section 704(c)(1) would be as shown in schedule 8. 

(3). Comparison of the two alternative methods. An examina- 
tion of the above schedules shows that the only difference to A is 
that under the section 704(c)(3) approach he has to report and 
pay tax on his $100,000 profit upon transferring to B his one-half 
interest at the inception of the venture. By contrast, under section 
704(c)(1), the reporting of this $100,000 profit is deferred until 
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Schedule 8 
A B 

Operating income or (loss) 

ee, aan tia taney: I= oy Aaa TO $ (30,000) $ (30,000) 

I st OT NS RA 7,500 7,500 

NON satiate sod i's saoeivaudsvenss 57,500 57,500 

a he a le ete 93 ,750 93 ,750 
I IS NT os owns ko oo ccgs panes cedpess emcees 750 ,000 750 ,000 
Capital gain or (loss) on liquidation................... 100 ,000 (100 ,000) 
Ty CN ig os cain anand Sedna cine sense $ 978,750 $ 778,750 
Non-taxable statutory depletion in excess of cost of 

SEE i Ee ee ae PEL 76 , 250 76 ,250 

Net cash gain as shown above.....................+-:- $ 1,055,000 $ 855,000 


disposition or termination of the venture. Ordinarily, the early re- 
porting of the profit under section 704(c) (3) would be a disadvan- 
tage to A, but under some circumstances this might be to his ad- 
vantage; for example, if he should have a capital loss that could be 
utilized in the early stages of the operation but would be lost if the 
venture ran for four or five years. 

In the case of B, if the section 704(c)(3) approach is taken, he 
has the advantage of getting as a deduction against ordinary income 
whatever cost depletion is available in excess of the percentage de- 
pletion which would be allowable if he had had no cost of his in- 
terest. The remaining cost will be absorbed by whatever percentage 
depletion is allowable and B will be able to obtain a tax benefit from 
the remaining cost of his interest only to the extent that it may be 
deducted against proceeds of a sale, provided the sale is made, as in 
the foregoing example, before all of his cost has been eliminated by 
reason of the allowance of percentage depletion. Accordingly, it is 
to B’s advantage to use the 704(c)(3) approach only in cases in 
which the cost is so high that there will be substantial recoveries in 
the form of cost depletion, or an early sale of the property is con- 
templated, before the cost is lost. 

By contrast, the section 704(c)(1) approach will not permit cost 
depletion in excess of percentage depletion but it will preserve the 
cost to B and allow him a deduction for a capital loss to the extent 
of such cost when his interest is disposed of or terminated. 


106 Where A also desires a high cost basis in the lease this can be accomplished 
by A selling the lease to B. B then contributes the high-basis lease and A contributes 
the $200,000 cash and section 704(c) (1) would be applied. 
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(4). Application of section 743. Suppose that under the same 
set of facts as in the two preceding illustrations, the property is not 
sold and the partnership is not liquidated. Instead, at the end of the 
fourth year, B sells his interest to C for $750,000. A and C operate 
the partnership for one more year, and then liquidate early in the 
sixth year. 

(a). Assume first that the partnership agreement had adopted 
the section 704(c)(3) approach as described in paragraph (1) 
above. In such case, the partnership balance sheet at the end of the 
fourth year would be as follows: 

















Schedule 9 
Balance Sheet 
A B Partnership 
Ceaitiik fii gS esci7. aa lie se a ek ee ees $ 610,000 
Operating Lease 
Ae Uhdivided Witenes... ook ec coc ecdsswcscctesces $ 
Bia mndivided intotaat...<..o...<65. oi. kin caicccdccsccsacs $ 100,000 
Less depletion allowed..................00cceeeeee 79 ,250 
$ 20,750 
Fetal apmntell Wate. oon sco cks ice ecccceiacseseesecececti4 20,750 
$ 630,750 
Capital Accounts: 
Bicascasedslectedccesssbnsseeeoeeeeess ours tea $ 305,000 
ccoencedewoc lect nplskdsecesouedees ences eee 325,750 
$ 630,750 





Each partner’s capital account represents his proportionate share 
of the adjusted basis of partnership property and also the basis of 
his interest in the partnership as shown in schedule 10. 

When B sells his interest at the end of the fourth year, he has a 
capital gain of $424,250 ($750,000 minus $325,750). The amount 
of C’s optional basis adjustment under section 743 is also $424,250. 
If the partnership exercises the election to make optional adjust- 
ments, C would increase the basis of his undivided one-half interest 
in the lease by $424,250 so that at the beginning of the fifth year 
his one-half interest would have a total adjusted basis of $445,000 
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Schedule 10 
A B 

SE, Se aE A EY Ie ey Spears $ —o— $ 100,000 
I ie ei owen subese se amerdadebeis® 100 ,000 100 ,000 
Operating income or (loss) 

WTS 5 SAS ks ooKOe cWee tue Deo tnsedine (30,000) (33 ,000) 

SSE SSeS aps ie ee ens SO 7,500 7,500 

LSS eee eee RE Hen 57,500 57,500 

I oR ee eS a ia g a oe 93 ,750 93 ,750 
Percentage depletion in excess of cost of property.......... 76 , 250 —o— 
Basis of interest at end of 4th year......................5. $ 305,000 $ 325,750 


($100,000 basis to the partnership less depletion allowed $79,250; 
plus C’s $424,250 optional adjustment) for computing C’s distribu- 
tive share of the partnership depletion or gain or loss on subsequent 
sale of the lease. 

Assume that in the fifth year oil sales were $300,000, operating 
expenses $30,000 and the rate of cost depletion was 1244 per cent 
based on reserves equal to eight years at present rate of production. 
The net taxable income of the partners would then be as follows 
for the fifth year: 

Schedule 11 


Total A Cc 
i i ee dunes out $ 300,000 $150,000 $ 150,000 
IID. ogo. o osc ccc cvccancecoecs 30 ,000 15,000 15,000 
Net income before depletion.................. $ 270,000 $135,000 $ 135,000 
Statutory depletion to A at 27144%............ 41,250 41,250 
Cost depletion to C at 1244% of $445,000...... 55,625 55,625 
Pe IIS 8 ikon ren ool doce clases $ 173,125 $ 93,750 $ 79,375 


The basis of the partners’ interests and the basis of the property 
distributed to them would be as follows: 


Schedule 12 
A C 
eno $ 305,000 $ 750,000 
Taxable net income for 5th year.....................---4-- 93 ,750 79,375 
Percentage depletion in excess of cost of property.......... 41,250 —0— 
ES EEN SOE EL OE PEE OEY $ 440,000 $ 829,375 


Bee IIIS 8 ooo c Saivccics Coss pce edede sb ele case 440 ,000 440 ,000 


Basis of undivided one-half interest of property received 
in EE alas 5 a Sik ie dg OK Shep bid tan ea aod $ —O—_~ $ 389,375 











TAXATION OF OIL AND GAS 31 


Alternatively, if the partnership does not elect to make optional 
adjustments, C could do so under section 732(d) by reason of the 
liquidating distribution. If he so elects, the result would be some- 
what different than under a partnership election under section 743. 
C’s taxable income for the fifth year would be as follows: 


Schedule 13 
C’s Dis- 
tributable 
Share 
EOE Riera e De EIn y SIME CL RIE ry on Re EES $ 150,000 
Contating eaenbe. 520s. ki. UR a Pe 15,000 
Woe semen ans Gee nn ae ee cae ented $ 135,000 
Cont: Gephetio SEO ae OR eis oss ono chs oes hee Ss 2,594 
Percentage depletion 27144% of $150,000... 2.2.0... e eee 41,250 
Be Ee Ste ee RIEL DIY Se oA $ 41,250 
Tannlibe net. tnentte) 6 ined tg e5 oc islaicans cited aeie etme $ 93,750 
The basis of C’s partnership interest would be as follows: 
Schedule 14 

C’s Basis 
Purchase orbae at ond OF 405 HOOF: .. o.oo 2S ae iivcccccSweetrence $ 750,000 
Tames uot beens Gab GER POOP. 5... 5. oo oc cc ice cceenseceeeennes 93 ,750 
Percentage depletion in 5th year........................ $ 41,250 
Less remaining cost of property....................+005 20 ,750 
NS ike 56 Fd RAED a cocns'n ova nNTEC OR Lab eRORRA RO * 
Cy ee Oe a I as bee ee ees $ 864,250 
ene Se I a nin. o 5 5.5.5 c vs odo vw bean oie oss bekunnsereewees 440 ,000 
WIND Bioi6 hs oc. Ba deetce oESaR See cosh Kew oa eaeanab vee $ 424,250 


The elective adjustment under section 732(d) is $424,250 and 
it is not diminished by reason of depletion for the period from the 
date of C’s acquisition to the date of the liquidating distribution.*” 
Since the common partnership basis has been completely recovered 
by depletion, the partnership basis of the undivided interest dis- 
tributed to C, including the elective adjustment he has exercised 





107 T.D. 6175, 1956-1 Cum. Butt. 256 § 1.732-1(d) (1) (iv). 
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under section 732(d), is $424,250. This is exactly the same as the 
remaining basis of his partnership interest and since under section 
732(b) this becomes the basis of the property distributed to him, 
the election under section 732(d) in this example is unnecessary. 

The foregoing examples show the contrast between an election 
under section 743 and one under section 732(d). Under the as- 
sumed facts, the section 732(d) election allows $14,375 less depletion 
($41,250 percentage depletion compared to $55,625 cost depletion) 
and hence increases ordinary income by this amount, but the basis 
of the property distributed will be $34,875 greater. Which method 
is more advantageous would depend upon a number of outside fac- 
tors, including C’s tax bracket and his ability to utilize the larger 
basis.*°° 

(b). Assume the same set of facts, but now suppose the partner- 
ship agreement has adopted the section 704(c)(1) approach as de- 
scribed in paragraph (2) above. In such case, the partnership balance 
sheets at the end of the fourth year would be as follows: 


Schedule 15 
Balance Sheet 
A B Partnership 


$ 610,000 


$ 205,000 
405 ,000 


$ 610,000 


The basis to each partner of his interest in the partnership is as 
appears in schedule 16. 


When B sells his interest at the end of the fourth year, he has a 
capital gain of $345,000 ($750,000 minus $405,000). However, in 
this case, C’s pro rata share of the adjusted basis of the partnership 


108 Note that under the particular facts here assumed the basis of the distributed 
property to C would be the same amount, $424,250, whether or not the section 732(d) 
peg to is exercised, hence the mandatory application of the adjustment would have 
no effect. 
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Partner’s contributions 


Operating income or (loss) 


property is one-half the total, or $305,000.°% Accordingly, the 
amount of his optional basis adjustment under section 743 is $445,000 
($750,000 minus $305,000). If the partnership exercises the election 
to make the adjustment, C will take $445,000 as his cost of his share 
of the lease, since the partnership basis for the lease is zero. If we 
assume the same operating results as in the preceding example, the 
partner’s taxable income will be the same as shown at Schedule 11. 

The basis of the partners’ interests and the basis of the property 
distributed to them would be as follows: 


Basis at end of 4th year 
Taxable net income for 5th year 
Percentage depletion in excess of cost of property 


Basis at end of 5th year 
Less: Cash distributed 


Gain recognized to A 


Basis of }4 interest in property received $ 389,375 


Thus, A is taxed on his $100,000 pre-contribution appreciation 
which is now realized in cash, and has a zero basis for the property 
received on liquidation. C has exactly the same results as in the 
preceding example where the partners adopted the section 704(c) (3) 
approach. It also follows that C need make no section 732(d) elec- 
tion, since the adjustment under this election would give C a basis 


108 T.D, 6175, 1956-1 Cum. Butt. 277 § 1.743-1(b) (2) (i), Example (1). 
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of $445,000 which is the same amount he would have under section 
732(b). This is shown by the following computation: 


Schedule 18 
C’s Basis 
Purchase price at end of 4th year 


Taxable net income for 5th year 
Percentage depletion in excess of cost of property 


C’s basis for his interest 
Less: Cash distributed 


Basis to C under §732 (b) of the undivided half interest in property 
received upon liquidation 


It will be seen that this basis to C is different from the $424,500 basis 
which he would have had if the partners had adopted the section 
704(c)(3) approach (see Schedule 14). The difference represents 
the unrecovered cost of the property to the partnership which was 
recovered in the fifth year. If the section 743 election is made, this 
difference is taken into account in the computation of that adjust- 
ment, but the difference remains if no such election is made and will 
still exist under the assumed facts, whether or not a section 732(d) 
election is made. 


IV. Conclusion 


Partnership has been defined as a “relation founded upon a con- 
tract between two or more persons to do business as individuals on 
joint, undivided account.” ° The similarity between this definition 
and the ordinary oil operating agreement is striking, to say the least. 

The basic question, of course, is whether partnership offers a 
suitable vehicle for a joint oil and gas operation. While unlimited 
liability and the fiduciary character of partnership operations are 
often cited as objections, the differences in this respect are matters 
of degree, and the modern trend appears to be towards enforcement 
of both principles as sound rules for any joint operation."* Against 
these standard objections can be set some positive advantages of 
‘partnership, such as denial of the right to partition, restriction on 


110 Bouvier’s Law Dictionary (Rawle’s Third Rev. 1914) 2470. 


111 See, e.g., Greene v. Condor Petroleum Co., 135 Tex. 215, 140 S.W. 2d 844 
(1940) ; Blackstock Oil Co. v. Caston, 184 Okla. 489, 87 P. 2d 1087 (1939). 
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the assignability of operating rights, and the existence of an auto- 
matic partner’s lien.*” 

From a tax standpoint, the first section of this article points out 
that more favorable results may often be obtained by the deliberate 
choice and creation of a partnership. The second section indicates 
that partnership affords an escape from the “association” rules that 
have plagued the industry. The final section attempts to analyze the 
new statutory rules and to give some conception of the practical 
accounting application of these rules. 

Our conclusion is that members of oil and gas ventures should 
study carefully the advantages and possibilities of partnership opera- 
tion, before electing exclusion from Subchapter K. While there are 
still areas of doubt and uncertainty, it is possible to resolve many of 
these questions by application for administrative rulings. 


112 For a discussion of some of these problems, see Jones, Problems Presented by 
Joint Ownership of Oil, Gas and Other Minerals, 32 Texas L. Rev. 697, 717 (1954). 











TAX TREATMENT OF GAINS AND LOSSES IN 
TIMBER AND COAL TRANSACTIONS 


Ralph Bohannon* 


I. INTRODUCTION 


Section 631 of the Internal Revenue Code of 1954, entitled “Gain 
or loss in the case of timber or coal,” extends capital gain treatment 
to profits from timber and coal properties which otherwise would 
be taxed as ordinary income.’ The first two paragraphs deal with 


*B.S., LL.B. Member of West Virginia Bar. Partner, Steptoe & Johnson. 
1 Int. Rev. Cope or 1954, § 631: 

(a) Election to consider cutting as sale or exchange—If the taxpayer so 
elects on his return for a taxable year, the cutting of timber (for sale or for 
use in the taxpayer’s trade or business) during such year by the taxpayer who 
owns, or has a contract right to cut, such timber (providing he has owned such 
timber or has held such contract right for a period of more than 6 months 
before the beginning of such year) shall be considered as a sale or exchange 
of such timber cut during such year. If such election has been made, gain or 
loss to the taxpayer shall be recognized in an amount equal to the difference 
between the fair market value of such timber, and the adjusted basis for 
depletion of such timber in the hands of the taxpayer. Such fair market value 
shall be the fair market value as of the first day of the taxable year in which 
such timber is cut, and shall thereafter be considered as the cost of such cut 
timber to the taxpayer for all purposes for which such cost is a necessary fac- 
tor. If a taxpayer makes an election under this subsection, such election shall 
apply with respect to all timber which is owned by the taxpayer or which the 
taxpayer has a contract right to cut and shall be binding on the taxpayer for 
the taxable year for which the election is made and for all subsequent years, 
unless the Secretary or his delegate, on showing of undue hardship, permits 
the taxpayer to revoke his election; such revocation, however, shall preclude 
any further elections under this subsection except with the consent of the Secre- 
tary or his delegate. For purposes of this subsection and subsection (b), the 
term ‘timber’ includes evergreen trees which are more than 6 years old at the 
time severed from the roots and are sold for ornamental purposes. 

(b) Disposal of timber with a retained economic interest—In the case of 
the disposal of timber held for more than 6 months before such disposal, by 
the owner thereof under any form or type of contract by virtue of which such 
owner retains an economic interest in such timber, the difference between the 
amount realized from the disposal of such timber and the adjusted depletion 
basis thereof, shall be considered as though it were a gain or loss, as the case 
may be, on the sale of such timber. In determining the gross income, the 
adjusted gross income, or the taxable income of the lessee, the deductions 
allowable with respect to rents and royalties shall be determined without re- 
gard to the provisions of this subsection, The date of disposal of such timber 
shall be deemed to be the date such timber is cut, but if payment is made to 
the owner under the contract before such timber is cut the owner may elect to 
treat the date of such payment as the date of disposal of such timber. For pur- 
poses of this subsection, the term ‘owner’ means any person who owns an in- 
ee in such timber, including a sublessor and a holder of a contract to cut 
timber. 

_(c) Disposal of coal with a retained economic interest.—In the case of the 
disposal of coal (including lignite), held for more than 6 months before such 


[ 37] 
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timber and the third with coal. The paragraphs dealing with timber 
were originally enacted in 1943 as § 117(k) of the Internal Revenue 
Code of 1939, and the paragraph dealing with coal in 1951 as an 
amendment to § 117(k). 

Section 631(a) benefits owners of timber and persons having a 
contract right to cut timber who convert it into logs for sale or 
processing; § 631(b) benefits owners who dispose of standing tim- 
ber with an economic interest retained; and § 631(c) benefits owners 
who dispose of coal with an economic interest retained. For the 
most part, disposing of timber and coal by the owner with an 
economic interest retained means disposing of it in any way except 
by the boundary. 

Technically, § 631 alone does not provide the tax benefits to 
owners of timber and coal but merely defines the transactions de- 
scribed therein in such a way as to make such benefits possible. 
Section 631(a) provides that if the taxpayer so elects, the cutting 
of timber shall be considered a sale or exchange. Actually, this 
allows the taxpayer to assume a fictional transaction whereby he sells 
the logs to himself as the timber is cut. Subsections (b) and (c) 
of 631 provide that where timber and coal have been disposed of 
with an economic interest retained, the transaction is nevertheless a 
sale or exchange. Normally, where an economic interest has been 
retained, there has been no sale or exchange but, instead, a lease. 
Allowing the owner to treat such a transaction as a sale or exchange 
recognizes the reality of the situation and means that even if the 
transaction is handled as a lease, it will be taxed to the owner as a 
sale. Section 1231(b)(2) completes the picture by providing that 

disposal, by the owner thereof under any form of contract by virtue of which 
such owner retains an economic interest in such coal, the difference between 
the amount realized from the disposal of such coal and the adjusted depletion 
basis thereof plus the deductions disallowed for the taxable year under section 
272 shall be considered as though it were a gain or loss, as the case may be, 
on the sale of such coal. Such owner shall not be entitled to the allowance for 
percentage depletion provided in section 613 with respect to such coal. This sub- 
section shall not apply to income realized by any owner as a co-adventurer, 
partner, or principal in the mining of such coal, and the word ‘owner’ means 
any person who owns an economic interest in coal in place, including a sub- 
lessor. The date of disposal of such coal shall be deemed to be the date such 
coal is mined. In determining the gross income, the adjusted gross income, or 
the taxable income of the lessee, the deductions allowable with respect to 
rents and royalties shall be determined without regard to the provisions of this 
subsection. This subsection shall have no application, for purposes of applying 
subchapter G, relating to corporations used to avoid income tax or share- 
holders (including the determinations of the amount of the deductions under 
section 535 (b) (6) or section 545(b) 


(5)). 
The pertinent regulations are Treas. Reg. § 1.631-1 (1957); Treas. Reg. § 1.631-2 
(1957) ; and Treas. Reg. § 1.631-3 (1957). 
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timber and coal to which § 631 applies are included in the definition 
of assets used in a trade or business. Profits from the sale or ex- 
change of assets used in a trade or business are entitled to capital gain 
treatment as set out in § 1231(a).? Hereinafter no distinction will 
be made between § 1231 assets and capital assets. 


II. ConvEeRSION OF TIMBER INTO Locs For SALE Or PROCESSING 


Without § 631(a), if an owner of standing timber converted it 
into logs, ordinary income rather than capital gain probably would 
be realized when the logs were sold.* The theory under which 
gain from such a sale would be taxed as ordinary income is that 
an owner who cuts timber into logs or has it done is in the business 
of producing and selling logs. If he is in such a business, the logs 
are held primarily for sale to customers in the ordinary course of 
business and are excluded in the definition of capital assets by 
§ 1221.4 Under the election provided in § 631(a), a fictional sale 
takes place when the timber is cut, at a price based on the market value 
of logs as of the first day of the year. The taxable capital gain which 


2 Int. Rev. Cope or 1954, § 1231: 

(a) General rule.—If, during the taxable year, the recognized gains on 
sales or exchanges of property used in the trade or business, plus the recog- 
nized gains from the compulsory or involuntary conversion (as a result of de- 
struction in whole or in part, theft or seizure, or an exercise of the power of 
requisition or condemnation or the threat or imminence thereof) of property 
used in the trade or business and capital assets held for more than 6 months 
into other property or money, exceed the recognized losses from such sales, 
exchanges, and conversions, such gains and losses shall be considered as gains 
and losses from sales or exchanges of capital assets held for more than 6 
months. If such gains do not exceed such losses, such gains and losses shall not 
be considered as gains and losses from sales or exchanges of capital assets. 


(b) Definition of property used in the trade or business—For purposes of 
this section— 


(2) Timber or coal.—Such term includes timber and coal with respect to 
which section 631 applies. 

8 Commissioner v. Boeing, 106 F.2d 305 (9th Cir.) cert. denied, 308 U.S. 
619, (1939). However, the Court did not state that this would be so in all cases, 
saying at p. 309: “It is true that the respondent here was selling ‘logs’ cut from his 
lands, but we do not agree with the Commissioner that merely because a sale of 
‘logs’ took place rather than ‘timber’, the taxpayer here was engaged in the ‘business’ 
of selling logs.” 

4 Int. Rev. Cove or 1954, § 1221: 

For purposes of this subtitle, the term “capital asset” means property held 
by the taxpayer (whether or not connected with his trade or business), but 
does not include— 

(1) _ stock in trade of the taxpayer or other property of a kind which would 
~— be included in the inventory of the taxpayer if on hand at the close 
of the taxable year, or property held by the taxpayer primarily for sale to 
customers in the ordinary course of his trade or business ... . 
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results is the difference between such fictional sale price and the 
adjusted basis of the timber for depletion. A deduction for per- 
centage depletion is not allowed in connection with receipts from 
timber. Therefore, the adjusted basis for depletion which may be 
deducted is merely an allocation of part of the cost or other basis of 
the timber property to the particular trees cut. When the logs are 
actually sold, the value which was used for the fictional sale is their 
cost or basis, and any additional profit or loss is ordinary income or 
loss. This fictional transaction when the timber is cut, with the 
same tax result, may be elected even where the owner is a lumbering 
or manufacturing concern and processes the logs into a product. 
The election is expressly available to taxpayers even though they do 
not own the timberland but merely have a contract right to cut the 
timber. “Contract right to cut timber” is interpreted in the regulations 
simply and properly as meaning that the taxpayer, although not 
owning the standing timber, has a right to sell the logs on his own ac- 
count or use them in his business.’ Those hired to cut timber for 
others, even on a contract basis, are not included within the meaning 
of the term.* Tax must be paid on all timber cut during the year 
whether disposed of or not, and the value of the logs as of the first 
day of the year is used in computing the gain. Timber is not con- 
sidered cut the moment it is severed from its root, but, instead, when 
in the ordinary course of business the quantity cut is first definitely 
determined.’ This section cannot be used unless the standing timber 
had been held six months prior to the beginning of the year when 
cut. Its use is elective but once an election is made, it applies to 
all the timber of the taxpayer and to subsequent years. The only 
likely disadvantage of making the election is that it may require the 
payment of tax earlier than otherwise since the taxable event is the 
cutting of the timber rather than its sale. 


ll. Disposat or TrmsBer WirH AN Economic INTEREST RETAINED 


Section 631(b) benefits owners who dispose of timber with an 
economic interest retained. Economic interest is a technical phrase 
borrowed from the law of percentage depletion, and its meaning 





5 Treas. Reg. § 1.631-1(b) (1) (1957). 

6 United States v. Johnson, Civil No. 15,737, 9th Cir. July 7, 1958. 

7 This is a reasonable interpretation and prevents the necessity of searching the 
woods the last day of the year measuring isolated logs. However, this does not 
mean that logging operations can be intentionally curtailed and the measuring of logs 
on skids purposely suspended during the last few days of the taxable year, 
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has been the subject of constant litigation. A definition easily ap- 
plicable in all situations is still being sought. However, as applicable 
to the owners of timber, an economic interest is retained in almost 
all instances where standing timber is disposed of except where sold 
by the boundary. Due to the wording of this section, there is little 
likelihood that the meaning of the term “economic interest” will 
cause a problem here. This is because the use of this section is 
limited to owners who dispose of timber with an economic interest 
retained. While “owners” is defined as including sublessors and 
persons holding a contract to cut timber, still others might obtain 
an economic interest in timber. When owners, as defined, dispose 
of timber other than by the boundary, there can be little doubt that 
an economic interest is retained. The most common instance of a 
disposal of timber with an economic interest retained is where it 
is sold on the stump by the thousand board feet, being measured 
after being cut. Where timber is sold this way, the receipts would 
probably be taxed as ordinary income if § 631(b) did not exist.* 

Section 631(b) is applicable regardless of whether the timber was 
held primarily for sale to customers in the ordinary course of busi- 
ness. The timber must have been held six months when disposed 
of, but under the regulations, it is not considered disposed of until 
it is cut.° If payment was made in advance, a taxpayer is granted an 
election in determining the date of disposition." The application 
of § 631(b) was broadened or at least clarified in 1954 by defining 
“owner” as including a “sublessor and a holder of a contract to cut 
timber.” 


IV. Disposat or Coat Witrn An Economic INTEREST RETAINED 


Section 631(c) benefits owners who dispose of coal with an eco- 





8S. Rep. No. 627, 78th Cong., Ist Sess. (1943) ; 1944 Cum. Butt. 973, 993: “Your 
committee is of the opinion that various timber owners are seriously handicapped 
under the Federal income and excess profits tax laws. The law discriminates against 
taxpayers who dispose of timber by cutting it as compared with those who sell tim- 
ber outright. The income realized from the cutting of timber is now taxed as ordinary 
income at full income and excess profits tax rates and not at capital gain rates. In 
short, if the taxpayer cuts his own timber he loses the benefit of the capital gain rate 
which applies when he sells the same timber outright to another. Similarly, owners 
who sell their timber on a so-called cutting contract under which the owner retains 
an economic interest in the property are held to have leased their property and are 
therefore not accorded under present law capital-gains treatment of any increase in 
value realized over the depletion basis.” 


® Treas. Reg. § 1.631-2(a) (2) (1957). 
10 Treas. Reg. § 1.631-2(b) (1) (1957). 
11 Treas. Reg. $1.631-2(b) (1) (1957). 
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nomic interest retained. As with timber, an economic interest is 
retained in most instances where it is disposed of by the owner, 
except where it is sold outright. The usual instance of a retained 
economic interest is where coal is disposed of on a royalty basis, 
that is, by the ton. As in the case of timber, the meaning of the 
word “owner” was extended in 1954 to include anyone who owns 
an economic interest in the coal in place, including a sublessor. The 
benefits of the section are expressly denied to owners who produce 
the coal directly or indirectly. The usual holding period of six 
months is required but is measured up to the time the coal is mined. 
For example, if the coal is leased even a few days after it is acquired, 
the receipts for coal mined during the first six month after acquisi- 
tion are taxable as ordinary income and thereafter as capital gain. 

The last part of § 631(c) is not applicable to an individual owner 
of coal. One sentence provides in effect that the payments made 
under a lease arrangement do not lose their identity as royalties in 
determining the income of the lessee. Thus, the same transaction is 
a sale to the owner but a lease to the operator. This is very ad- 
vantageous to the operator. Since the payments retain their identity 
as royalties to the operator, it may deduct such payments and also 
deduct percentage depletion in computing taxable income. If the 
payments did not retain such identity, the operator would be put 
to a choice of deducting the payments for the coal or percentage 
depletion. 


V. Tax TREATMENT OF TIMBER TRANSACTIONS 
Prior TO SECTION 631 


The provisions of § 631 and its predecessor, § 117(k), are often 
referred to as being relief provisions or as being remedial.” To be 
truly remedial, a tax statute should do more than reduce taxes, it 
should correct inequities. As applicable to some taxpayers, § 631 
is remedial, but as applicable to others, it is not. 

Prior to the enactment of § 117(k) in 1943, if a farmer, for 
example, sold the timber from his woodland, the receipts might 
be taxed as capital gains or they might be taxed as ordinary income, 
depending on the method used to make the disposal. Generally, he 
had three ways of disposing of the timber. He could sell it by the 
boundary; he could have it cut into saw logs and sell the logs; or 


12 Hereinafter the word “remedial” only is used. 
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he could sell it on the stump by the thousand board feet. Which- 
ever way he chose, the over-all economic consequence was the 
same. There had been a conversion of a capital asset—the timber 
was gone and had been replaced with money or some other form 
of property. The tax result ought to have been the same which- 
ever way the disposal was made. But prior to the enactment of 
§ 117(k) technical distinctions had been made. If the timber was 
sold by the boundary, the proceeds qualified for capital gain treat- 
ment. If it was cut and logs sold, ordinary income probably was 
realized.* If it was sold on the stump by the thousand, the law had 
been that the proceeds qualified for capital gain treatment’* but 
was becoming uncertain. Taxpayers had won cases where timber 
was sold this way, but it appeared that the tide was turning. The 
Internal Revenue Service had begun to advance the theory that 
where timber was sold by the thousand, actually the proceeds were 
royalties, and there had been no sale or exchange. Its authority 
for this theory was the Supreme Court case of Burnet v. Harmel,™ 
which involved the taxability of royalties from the production of oil 
and gas. The instrument evidencing the contract between the owner 
and the producer was in the form of a lease. The Supreme Court, 
citing cases, decided that payments under mining leases, including 
oil and gas leases, were not payments for the conversion of capital 
but were like payments of rent. Being like rent, they were taxable 
as ordinary income."* 

The doctrine of Burnet v. Harmel was not immediately applied to 
situations where timber was sold to be paid for by the thousand when 
cut. Apparently, it was more difficult to visualize payments for 
cutting timber as being analogous to rents than those for the taking 
of oil and gas. In most instances where the Internal Revenue Service 
attempted to tax such payments as ordinary income, it did so under 
some other theory. The usual theory was that where timber was 
sold in such a way, it was not held for investment but for sale to 





13 Commissioner v. Boeing, supra note 3. 

14 E.g., Estate of M. M. Stark, 45 B.T.A. 882 (1941); John W. Blodgett, 13 
B.T.A. 1388 (1928). 

15 Burnet v. Harmel, 287 U.S. 103 (1932). 

16 This analogy seems to require peculiar reasoning. In order for the payments 
under an oil and gas lease “to be like payments of rent,” oil and gas must be envis- 
ioned as inexhaustible or in the form of an underground river, or something that may 
be captured as it passes by. It is hard to envision the taking of oil and gas as being 
similar to the payment of rent, once it is assumed that the quantity is limited. 
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customers in the ordinary course of the business of the owner." 
However, those engaged in the timber industry undoubtedly sensed 
that the Internal Revenue Service eventually would be successful 
in applying the doctrine of Burnet v. Harmel to timber cases so 
that where payment was by the thousand board feet, receipts would 
be taxed as ordinary income. In 1943 they succeeded in obtaining 
the passage of § 117(k), predecessor of § 631, which prevented the 
inequity which would have resulted. 


VI. Tax TREATMENT OF TIMBER TRANSACTIONS UNDER 
SECTION 631 


From the above, it is apparent that the two paragraphs of § 631 
dealing with timber had a background which permits each of them 
to be referred to as remedial. Section 631(a) made it possible for 
an owner who holds timber as an investment to cut it and sell logs 
without being penalized, and § 631(b) made it possible where the 
timber was sold on the stump for him to wait until it was cut to 
determine the sale price, without being penalized. However, both 
paragraphs were enlarged so that they are applicable not only to 
taxpayers who hold timber as an investment but to those who hold 
it as a raw material or for sale to customers in the ordinary course 
of business. Where the section is used by those who hold timber as 
raw material or for sale to customers in the ordinary course of 
business, it is not remedial but allows tax favoritism. It may be 
remedial as applied to a lumber company, for example, that has owned 
timberland for a number of years, but not to one which has recently 
acquired a right to cut timber. To illustrate, suppose a lumber 
company bought land along with timber and cut all the merchantable 
timber some 30 or 40 years ago. If the company retained the land, 
it may be able to cut timber again now and use the logs in its busi- 
ness. As applied to the second cutting, the section is remedial. But 
suppose a lumber company obtained a contract to cut timber re- 
cently, and had only two or three years to remove it. If it finds 
that it has made a bargain purchase, it may write up the value of 
the timber as it is cut to the proper price and take a capital gain on 
the write-up. It then processes the logs and figures ordinary income 
from the written-up value. In the first situation, the timber from 


17 See, e.g., United States v. Robinson, 129 F.2d 297 (5th Cir. 1942); Isaac S. 
Peebles, Jr., 5 T.C. 14 (1945). 
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the second cutting was held a long period of time as an investment. 
In the second situation, the timber was not bought or held as an 
investment, but from the beginning was raw material or merchandise. 
Most other types of businesses do not get such benefits. For example, 
a manufacturer using metal cannot take capital gain in the event of 
a rise in price of ingot between the time it was bought and the time 
is was melted and used.’® 

Subsections 631(a) and (b) are not difficult of application and no 
serious problems with the Internal Revenue Service other than 
factual disputes can be envisioned. However, one possible area for 
argument will be in distinguishing between those who have a con- 
tract right to cut timber for sale and those who are cutting it for 
someone else."® This question will be resolved by analyzing the 
dominion which the person having the right to cut the timber at 
any time had. If he at any time had the right to dispose of the logs 
for his own account, then § 631(a) should apply. There does ap- 
pear to be a missing link in the law concerning the taxability of the 
proceeds from the disposal of timber. There is no provision cover- 
ing the situation where timber held for sale to customers in the 
ordinary course of business is sold by the boundary. Section 631 
does not apply, and the transaction cannot qualify for capital gain 
treatment under any other section. However, it is wrong to tax 
receipts from such a sale as ordinary income when less eligible re- 
ceipts, receipts from the sale of the same timber by the thousand, 
receive capital gain treatment. 


VII. Tax TREATMENT OF CoAaL TRANSACTIONS UNDER SECTION 631 


Prior to 1951 if coal was disposed of by the ton, the owner’s 
receipts were taxed as ordinary income,” whereas if it was sold for a 


18 On the other hand, some industries receive greater tax favors; for example, the 
oil and gas industries and the mining industries get the percentage depletion deduc- 
tion. Capital gains, § 1231 gain, and dividend income are taxed less than ordinary 
income. Persons 65 years of age and over are entitled to additional exemptions, de- 
ductions and retirement income credit. Whether tax and other forms of govern- 
mental favoritism to certain industries, types of income and individuals are justified is 
more the concern of the economist and politician than of the lawyer. 

19 See, e.g., United States v. Johnson, supra note 6. 

20 Bankers Pocahontas Coal Company v. Burnet, 287 U.S. 308 (1932). 

Reference is made to Burnet v. Harmel, supra note 15, and the following reasoning 
in that case: “Such operations with respect to a mine have been said to resemble a 
manufacturing business carried on by the use of the soil, to which the passing of 
title of the minerals is but an incident, rather than a sale of the land or of any in- 
terest in it or in its mineral content. ” The fact that coal is in well-defined seams 
and is visibly gone when mined points up the illogical reasoning in this statement. 
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lump sum, normally capital gain treatment resulted. As originally 
passed in 1951, what is now § 631(c) was remedial to the extent 
that it made the taxability of the owner’s receipts depend on the 
substance of the transaction rather than on technicalities. However, 
when the Internal Revenue Code of 1954 was enacted, one clause was 
added as follows: “And the word ‘owner’ means any person who 
Owns an economic interest in the coal in place, including a sublessor.” 
This change greatly broadened the application of the section, and 
in most instances is not remedial. As an example, suppose a coal 
operator obtains a lease in his individual name agreeing to pay the 
owner 25¢ per ton for the coal. Suppose the next day he subleases 
to a corporation in which he has an interest, at double the royalty 
he is paying. The corporation spends time in getting ready to mine 
the coal and produces the first tonnage six months later. It pays 
the original owner 25¢ per ton and the sublessor an additional 25¢ 
per ton. The sublessor will receive capital gain treatment on his 
proceeds the same as the owner. The operator treats both payments 
as royalties, which means that the entire 50¢ per ton is deductible 
and, in addition, he may take percentage depletion. The sublessor 
never held or intended to hold the coal as an investment. It seems 
likely that in the future there will be three parties to all coal leases, 
(1) the lessor, (2) a sublessor, and (3) a lessee. 

The use of § 631(c) may be attacked in two principal places by 
the Internal Revenue Service. The first will concern the owner in 
strip mining situations, and the second, the sublessor in all situations. 

The attack which may be made, and has been made, at least locally, 
on owners in strip mining situations will occur only where the owner 
of the coal also owns the surface. Many years ago, ownership of 
coal in a great many instances became separated from the ownership 
of the surface, but not in all instances. Upon this separation, the right 
to remove the coal by the usual deep mining process was retained. 
At the time the ownership of the coal was severed from the land, 
strip mining was not practical and no rights were retained which 
would allow mining by this method without the permission of the 
surface owner. When strip mining first began, surface owners de- 
manded only the approximate value of the land as compensation for its 
damage. However, since the mining could not be done without their 
permission, in some instances they increased their demands until 
they received up to approximately the same amount as the owners 
of the coal. Where ownership has been severed, payment to each 
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will be separate and no problem will arise under § 631(c). But where 
ownership is together, normally a lease will be given by the owner 
to the operator and a certain price per ton will be stated as payment 
for the coal. In addition, the operator will be granted easements to 
enter upon the property and produce the coal and, if mining is to 
be done by the strip method, he will be given permission to do this. 
The Internal Revenue Service has and will attempt to allocate part 
of the per tonnage payment to the easements granted. It will attempt 
to allocate to these easements up to one-half of the total per ton 
payment, since surface owners have commanded up to that much 
where the ownership was severed. Whether or not this allocation 
is justified is doubtful. In any event, the amount allocable to the 
surface rights in strip mining situations should be no more than the 
value of the surface if the coal did not exist. This should be done 
on an acreage basis, but if it is done on a tonnage basis, the allocation 
should be 2¢ or 3¢ per ton. 

The other area of dispute will center around the subleasing of 
coal by lessees to corporations in which they have an interest. The 
Internal Revenue Service will undoubtedly routinely attack these 
transactions on some general theory such as that the transaction was 
not at arm’s length. But if the royalties which the sublessor receives 
are within the area of reasonableness and if the corporation operates 
the lease profitably, the transactions should withstand the attack even 
if they were wholly motivated by the efforts of the sublessors to 
obtain a capital gain. 









THE NATIONAL AERONAUTICS AND SPACE 
ACT OF 1958 PATENT PROVISIONS 


Wilson R. Maltby* 


I. INTRODUCTION 


The National Aeronautics and Space Act of 1958" creates a new 
civilian agency of broad powers charged with planning an extensive 
program of investigations and with the coordination of the efforts of 
the nation in matters related to aeronautical and space activities. It 
establishes a basic national policy and an organization to carry out 
the policy. Within the general policy set out are provisions covering 
rights in inventions associated with the program which are of such 
fundamental importance as to suggest that a new national patent 
policy may have been initiated. 

The policy inferred from the provisions adopted is that the Govern- 
ment may assert exclusive ownership to all inventions which fall 
within a particular field of endeavor regardless of the extent of 
privately financed contributions which may have been made by the 
inventor or the contractor under whose employment the invention 
was made. This assertion of a right to exclusive ownership is not 
limited by the language of the provisions to situations in which the 
work of the inventor or of the contractor was financed by the 
Government, but, instead, creates a new test of whether or not the 
invention bears a relationship to the work of the Administration. The 
only comparable patent provisions are found in the Atomic Energy 
Acts of 1946 and 1954,? where the public safety then demanded 
complete control of all developments in the field and most of the 
information concerning it was subject to strict security controls. 
The provisions governing ownership of inventions in the National 


* Staff Attorney, Office of Assistant Chief for Patents, Office of Naval Research, 
Department of the Navy; B.A. 1930, Milton College; M.A. 1933, University of 
Wisconsin; LL.B. 1949, The George Washington University; Admitted, 1947, to 
the Supreme Court of Appeals, Va. 

Opinions expressed are personal and do not purport to reflect the views of the 
Department of the Navy or of any other Government agency. 

1The National Aeronautics and Space Act of 1958, 72 Stat. 426 (United States 
Code Congressional and Administrative News, No. 12, at 2349 (1958)) [hereinafter 
referred to as Space Act of 1958]. 

2 Atomic Energy Act of 1946, 60 Stat. 755, 42 U.S.C. §§ 1801-1819 (1952) ; Atomic 
Energy Act of 1954, 68 Stat. 919, 42 U.S.C. §§ 2011-2281. 
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Aeronautics and Space Act of 1958 and the Atomic Energy Act of 
1954 are set out in Appendices A and B at the end of this article. 
An understanding of the basis for the National Aeronautics and Space 
Act requires inquiry into the background of urgency from which it 
grew. Therefore, while this article is concerned with the patent as- 
pects of this legislation, the background and objectives will first be 
reviewed, followed by a discussion of the special patent provisions 
in relation to the objectives. 


II. Backcrounp 


Leaders of American science and government have expressed an 
increasing awareness of the need for more intensive training of 
scientists and engineers* if the nation is to survive in the long range 
battle for supremacy now being waged in deadly earnest by the 
Soviet Union. There was an acute anxiety lest the United States, as 
leader among the nations adhering to the doctrines of private enter- 
prise and individual liberties, be left behind in the rapid advances 
of science and technology by nations adhering to doctrines of state 
supremacy. Such concern produced many calls for action and many 
suggestions for increasing the teaching of science and mathematics 
in our schools. 


When it was announced that the Soviet Union had successfully 
orbited the first Sputnik,* while this country was some months away 
in its plans for a satellite, a new element was injected into the urgency 
to proceed with acceleration of basic science and technology efforts. 
Then a second Sputnik was orbited which was clearly beyond the 
immediate possibilities of American carrier missiles.° It was dramatic 
demonstration that this country had indeed fallen behind in long 


8 Dr. James R. Killian, Jr., special advisor to the President in such matters and 
then president of MIT, recommended drafting a master plan for maintaining the 
nation’s technological advance and proposed as a part of the plan a federal com- 
mission which would direct and speed the advance and provide “maximum incentive 
to private enterprise.” 

4 The first Sputnik went into orbit on Oct. 4, 1957. Plans for U.S. satellites at 
that time were confined to a number of Vanguard satellites at least one of which was 
to be launched in connection with the International Geophysical Year. An extensive 
review of Soviet experiments and objectives is contained in the Appendix to the Senate 
hearings. See note 7, infra. 

5 This Sputnik went into orbit on Nov. 3, 1957, with a total orbited weight re- 
ported to be 1120 Ibs. The American Vanguard satellite was designed to achieve a 
maximum of scientific results but with a total orbited weight of 70 Ibs. The test Van- 
guard placed in orbit on March 17, 1958, had an orbited weight of about 50 Ibs. The 
Explorer I satellite was orbited by the Army Ballistics Missile Agency on Feb. 1, 1958, 
with an orbited weight of 30.8 Ibs. 
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range missiles and was being challenged in other important areas of 
military science. So dramatic was the challenge that immediate action 
seemed to be a vital requirement. From this situation of urgency came 
proposals for a thorough program of research and development in 
space and related technologies. These were followed promptly by 
hearings in the Congress and the introduction of a number of bills 
designed to cope with the exploration of space and the acceleration 
of all major rocketry programs. 

A bill to accomplish this purpose was drafted in the Bureau of the 
Budget at the request of the President, with the assistance of repre- 
sentatives of the National Advisory Committee for Aeronautics, and 
simultaneously introduced into the House of Representatives and 
Senate. The general policy concept of the bill was adopted by the 
Congress, and, after considerable redrafting, became the National 
Aeronautics and Space Act of 1958. The history pertinent to the 
addition of special patent provisions will be reviewed in the discussion 
of those provisions. 

Foremost among the purposes of this Act was the creation of a 
civilian agency to assume responsibility for developing a coordinated 
program and gathering together the best scientific talent available to 
advance the progress in space and related matters. The national 
prestige and the security of the free world were of primary concern 
because of the psychological impact of the recent Sputnik technical 
triumphs. The testimony of witnesses before the House of Repre- 
sentatives® and the Senate’ make clear that grave fears were widely 
held, for example, that space platforms, if first held by an enemy, 
might in themselves constitute a means of military victory. 

The formulation and implementation of the general policy which 
should be adopted were accordingly matters of such importance that 
considerations of the patent policy implicit in the Act were only 
of secondary importance. 


III. Poticy AND Purpose oF THE AcT 


In setting forth the policy and purposes of the Act, the Congress 
first declared it to be the policy of the United States that activities 
in space should be devoted to peaceful purposes for the benefit of all 


6 Hearings on H.R. 11881 Before the House Select Committee on Astronautics and 
Space Exploration, 85th Cong., 2d Sess. (1958). 

7 Hearings on S. 3609 Before the Senate Special Committee on Space and Astro- 
nautics, 85th Cong., 2d Sess. (1958). 
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mankind® and that the welfare and security of the United States 
require that adequate provisions be made for aeronautical and space 
activities.’ Such activities were made: 


the responsibility of, and directed by, a civilian agency exercising 
control over aeronautical and space activities sponsored by the 
United States, except that activities peculiar to or primarily as- 
sociated with the development of weapons systems, military opera- 
tions, or the defense of the United States (including research and 
development necessary to make effective provision for the defense 
of the United States) shall be the responsibility of, and shall be 
directed by, the Department of Defense; and that determinations 
as to which such agency has responsibility for the direction of any 
such activity shall be made by the President in conformity with 
section 201(e).1° 


The purposes of aeronautical and space activities conducted by 
the United States include the following: 


(1) The expansion of human knowledge of phenomena in the 
atmosphere and space; 


(5) The preservation of the role of the United States as a leader 
in aeronautical and space science and technology and in the ap- 





8 In support of this policy there is a reservation of a royalty-free license for the 
practice of the invention on behalf of the United States and of any foreign govern- 
ment pursuant to any treaty or agreement with the United States. Space Act of 1958, 
§ 305(£). 

® Section 103 of the Space Act of 1958 provides : 

(1) the term “aeronautical and space activities” means (A) research into, 
and the solution of, problems of flight within and outside the earth’s atmosphere, 
(B) the development, construction, testing, and operation for research purposes 
of aeronautical and space vehicles, and (C) such other activities as may be 
required for the exploration of space ; and 

(2) the term “aeronautical and space vehicles” means aircraft, missiles, 
satellites, and other space vehicles, manned and unmanned, together with re- 
lated equipment, devices, components, and parts. 

10 Space Act of 1958, § 102(b). Section 201(e) provides: 

In conformity with the provisions of section 102 of this Act, it shall be the 
duty of the President to— 


(4) provide for effective cooperation between the National Aeronautics 
and Space Administration and the Department of Defense in all such activities, 
and specify which of such activities may be carried on concurrently by both 
such agencies notwithstanding the assignment of primary responsibility therefor 
to one or the other of such agencies ; and 

(5) resolve differences arising among departments and agencies of the 
United States with respect to aeronautical and space activities under this Act, 
including differences as to whether a particular project is an aeronautical and 
space activity. 








oe 
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plication thereof to the conduct of peaceful activities within and 
outside the atmosphere; 


(8) The most effective utilization of the scientific and engineer- 
ing resources of the United States, with close cooperation among 
all interested agencies of the United States in order to avoid un- 
necessary duplication of effort, facilities, and equipment." 


These objectives are tailored to the general problem of scientific 
and industrial effort needed in view of the background of urgency 
highlighted by the Sputnik successes. To this end it is noted that 
salaries above those for other agencies are authorized.’? Furthermore, 
there was established a “Council” for the “Coordination of Aero- 
nautical and Space Activities” consisting of the President, the Sec- 
retary of State, the Secretary of Defense, the Administrator of the 
National Aeronautics and Space Administration, the Chairman of 
the Atomic Energy Commission, and not more than four others of 
whom three may be persons of eminent achievement in private 
life.* The statement of functions of the Administration includes 
the requirements to: 


(2) arrange for participation by the scientific community in 
planning scientific measurements and observations to be made 
through use of aeronautical and space vehicles, and conduct or 
arrange for the conduct of such measurements and observations; and 

(3) provide for the widest practicable and appropriate dissemina- 
tion of information concerning its activities and the results thereof.’* 


The maximum possible participation by the whole scientific com- 
munity and industrial potential of the nation is evidently requisite 
to the carrying out of the objectives, and authority is given beyond 
any previous enactment, to procure the services of the best experts 
the country can muster. The inclusion of restrictions of unprec- 
edented extent on rights in inventions growing out of the effort, in 
a non-military field, may be wholly incompatible with such participa- 
tion. This is a question of considerable importance to the program. 





11 Space Act of 1958, § 102(c). 

12 Administrator at $22,500, Deputy Administrator at $21,500, not more than 260 
scientists, engineering and administrative personnel, without regard to the Classifica- 
tion Act of 1949 and civil-service laws at salaries up to $19,000 (of which ten may 
be fixed at rates up to $21,000). Space Act of 1958, §§ 202, 203. 

18 This Council may employ an executive secretary at $20,000 and he may have 
not over three assistants at $19,000. Also a Civilian-Military Liaison Committee is 
established with a chairman at $20,000 per annum. Space Act of 1958, §§ 201, 204. 

14 Space Act of 1958, § 203(a). 
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A review of the hearings’® shows emphasis on securing broad partici- 
pation. Neither the hearings nor the Congressional Reports’* reveal 
why the Congress regarded the special patent provisions as advan- 
tageous to the program. Consideration of the matter on the part of 
the Senate is shown in referring the bill to the committee of confer- 
ence with special patent clauses deleted in order to provide a fuller 
discussion.'* This question will be referred to again following a 
discussion of the provisions relating to property rights in inventions. 

The Congress thus established a civilian agency to devise and 
carry out a program of investigations into all aspects of space knowl- 
edge, the development of vehicles and related equipment, and the 
exploration of space. These are areas of recent knowledge where 
private investments heretofore made have not been a dominant 
factor and strong commercial positions are not evident. While 
monopoly by Government in strictly space matters could result 
from near-exclusive support by Government, without forfeiture 
of dominant private investments, the inclusion by the Congress of 
“aeronautics” within the field of the agency does present a problem 
of major proportions. The problem comes not from the fostering 
of new research into matters related to space activities, where pay- 
ment could be exclusively from public funds, but from patent pro- 
visions whose scope extends (at the discretion of the Administrator) 
into many established commercial areas related to aeronautics. 

In the above respect the patent provisions of the Act differ from 
any prior legislation. These provisions are in sharp contrast to the 
procurement practices of the Department of Defense, which permit 
contractors to retain commercial rights in their inventions.’* The 





15 Hearings on H.R. 11881, supra note 6. Hearings on S. 3609, supra note 7. 

16 Congressional Reports of interest are: S. Rep. No. 1701, 85th Cong., 2d Sess. 
(1958); H.R. Rep. No. 1758, 85th Cong., 2d Sess. (1958); H.R. Rep. No. 1770, 
85th Cong., 2d Sess. (1958) ; H.R. Rep. No. 2166, 85th Cong., 2d Sess. (1958). 

17 H.R. Rep. No. 2166, 85th Cong., 2d Sess. 23 (1958). 


18 These are the well-known clauses providing that contractors shall promptly 
report all inventions conceived or first actually reduced to practice under the contract 
which reasonably appear to be patentable. As to such inventions the contractor grants 
a royalty-free, non-exclusive license to practice or have practiced the invention 
throughout the world. If the contractor does not wish to file a patent application he 
is obligated to convey the title to the Government subject to a license back to the 
contractor for his own use thereof. By such provisions the Department of Defense 
secures all of the rights which it has found to be necessary or otherwise desirable 
for purposes of effective military procurement. This policy of the Department of 
Defense as to property rights in inventions made in the performance of a contract 
calling for research and development work developed through the give and take of a 
long experience as the policy best adapted to encourage participation in the defense 
effort by the scientific community and industry in general. 





NATIONAL AERONAUTICS AND SPACE ACT 55 


act differs also in that it is the first legislation which sets out criteria 
for determining the ownership of inventions based on the relation- 
ship of the invention to the duties of the employee.’® The assertion 
of exclusive ownership of such inventions by the United States thus 
has the effect of a substantive change in the patent laws of the United 
States in the area of aeronautical and space activities. Because the 
area so affected is broad and not precisely definable the application 
of the patent provisions carries ramifications of wide general in- 
terest. A question is posed as to whether this legislation is to be re- 
garded as only a means to advance the purposes of the Act or, since 
these patent provisions tend to defeat the purposes, is of more 
general nature affecting the patent system as a whole. 


IV. Lecistative History Or THE Patent Provisions Or THe Act 


The provisions of the statute pertinent to patents and rights there- 
under are set out in Appendix A. The proposal of the President 
and the bills introduced into the Senate and House of Representatives 
left questions of securing rights in inventions to the discretion of 
the agency operating under principles of law which have developed 
in the past 150 years. All of the testimony taken before the House 
Select Committee” related to a bill not having any special patent 
clauses. The testimony in the Senate Special Committee* likewise 
was directed to a bill which would permit contracting in the usual 
manner. Reasons for establishing a different patent policy are not 
disclosed in the Congressional reports. In the absence of testimony 
in committee, or debate in the Congress, the legislative history” 


19 These criteria are discussed hereinafter in part VIII of this article, Crrrerra 
FOR DETERMINING TITLE IN THE GOVERNMENT. 

20 Hearings on H.R. 11881, supra note 6. 

21 Hearings on S. 3609, supra note 7. 

22 Numerous bills were introduced in both the House of Representatives and the 
Senate. H.R. 11881 and S. 3609 were reported out. Unprecedented action was taken 
in that a Select Committee, composed of the majority leader, the minority leader and 
representatives from the key standing committees of the House, was selected and as- 
signed to consider testimony and to formulate a national policy. H.R. 11881 was 
essentially the original proposal of the President and became the subject of ex- 
tensive testimony before the Select Committee between April 15 and May 12, 1958. 
The testimony consisted of 1542 pages, and generally concerned questions of policy, 
relations between the military and various civilian agencies, propriety of military v. 
civilian control, employee pay considerations, and, especially, the nature of the problem 
of space research and development. 

This bill contained no special patent provisions and no testimony was given to 
suggest need for special legislation on inventions. However, a Committee staff 
report mentioned such need. No other considerations causing the House to include 
the special patent provisions are reported in the printed record. Nevertheless the 
Committee voted unanimously to file H.R. 12575 in replacement for H.R. 11881. 
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furnishes little guidance on whether a patent policy new to this 
country is implicit in its broad provisions which assert ownership by 
the Government as to inventions not specifically resulting from re- 
search and development work done at the expense of the Govern- 
ment. 

Some understanding of the views of the committee of conference 
may be had by reference to the Conference Report—Statement of 
the Managers on the Part of the House.* But that statement fails 
to show reasons for the application of any new patent policy either 
as to space or aeronautics matters. The broad effects of such patent 


H.R. 12575 was passed by the House containing three subsections under Section 507, 
adapted from provisions of the Atomic Energy Acts, providing that: 


(a) Inventions or discoveries made under any contractual or other relation- 
ship with the agency should belong to that agency, unless waived by the Ad- 
ministrator, 

(b) When so waived the Administrator should retain the right to use and 
license others to use the invention and that in such a case he may pay, or re- 
quire licensees to pay, reasonable royalties for the use of the invention or 
discovery, an 

(c) When the Administrator does not waive ownership he may pay a 
cash award as compensation for the invention or discovery. 


In the Senate the hearings were held between May 6 and May 15, 1958. During 
these hearings no testimony was given favoring inclusion of special patent provisions. 
However, in the testimony of Deputy Secretary of Defense Donald A. Quarles, in 
response to a question as what patent provisions would apply under the bill, he 
stated that the bill (S. 3609) then had no specific patent provisions, and said further, 

Well, I think we have been assuming in the Department of Defense that the 
work that this agency would carry on with Government funds and for the 
Government would carry with it the same kind of patent provisions that our 
own work carries with it, and this is well established by law and practice, 
and I had assumed that the same practice would apply to the new agency. 

The patent provisions prescribed for use in Department of Defense contracts, con- 
tained in ASPR, Section IX, were then included for the record. With regard to in- 
ventions made by Government employees (including employees of the new agency) 
he noted that Executive Order 10096 applies and said, 

By this order, the Government obtains title when, under the policy enunciated 
in the order, the Government has a paramount interest, but where the equities 
of the employee are greater than those of the Government, the employee retains 
the title but the Government receives an irrevocable royalty-free license for its 
own use. ... We have found in the Department of Defense that a license to 
the Government preserves all necessary rights, and leaving title with the 
employee so that he can receive any benefits from non-governmental com- 
mercial use provides an incentive to employees to make inventions. 

Subsequent to the hearings on S. 3609 patent provisions similar in language to those 
in H.R. 12575 were written into the bill and the bill was otherwise rewritten by the 
Committee. The Senate in passing the bill omitted the patent provisions in order to 
afford a full discussion thereof by the committee of conference established to resolve 
the differences. This committee drafted, among other amendments, entirely rewritten 
and expanded patent provisions, reported in H.R. Report No. 2166. The bill, thus 
amended, was passed by the Senate and House of Representatives, without further 
discussion, to become the National Aeronautics and Space Act of 1958. No opportunity 
was thus given to affected governmental agencies or industries for consideration of 
eee provisions, either in the form adopted, or in the preliminary form in H.R. 
1 ‘ 


23 H.R. Rep. No. 2166, 85th Cong., 2d Sess. (1958). 
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provisions upon Department of Defense programs, and upon the 
scientific institutions and industries whose cooperation under the 
act is sought, may not have been recognized. 

The intent of the Congress might be inferred to some degree 
through a consideration of other factors. Two previous laws for 
the creation of a new civilian agency each contain a special patent 
clause governing what the agency should do concerning title to in- 
ventions made in the conduct of the assigned program.** The special 
patent provisions of these laws relate, not to work done under con- 
tract, but to inventions or discoveries by employees of the National 
Science Foundation in one case and, in the other case, to those made 
by officers, agents or employees of another department or office of 
the U. S. Government while assigned to perform services for the 
Tennessee Valley Authority. Also, restrictions have been placed in 
one previous case on the agency, by the Act creating it, to contract 
with industry only under the condition that inventions growing out 
of the contract should be owned exclusively by the Government, 
specifically in the creation of the Atomic Energy Commission. 

The enactment of the Atomic Energy Act of 1946, like that 
of this act, occurred under conditions of considerable stress and 
the general policy to be formulated was without precedent. The 
existence, in that situation, of a nearly exclusive monopoly by the 
Government of scientific and technical knowledge, and the lack of 
any appreciable private investment in atomic energy, permitted the 

24 The Tennessee Valley Authority Act of 1933, 48 Stat. 58, 16 U.S.C. § 831(d) 
The provisions of interest here are: 

(i) To request the assistance and advice of any officer, agent, or employee 
of any executive department or of any independent office of the United States 
. . . provided, That any invention or discovery made by virtue of and incidental 
to such service by an employee of the Government of the United States serving 
under this section, or by any employee of the Corporation, together with any 
patents which may be granted thereon, shall be the sole and exclusive property 
of the Corporation, which is hereby authorized to grant such licenses thereunder 
as shall be authorized by the board: Provided further, That the board may pay 
to such inventor such sum from the income from sale of licenses as it may 
deem proper. 

The National Science Foundation Act of 1950, 64 Stat. 154, 42 U.S.C. § 1871, con- 
tains patent provisions as follows: 

(a) Each contract or other arrangement executed pursuant to this chapter 
which relates to scientific research shall contain provisions governing the dis- 
position of inventions produced thereunder in a manner calculated to protect 
the public interest and the equities of the individual or organization with which 
the contract or other arrangement is executed. . 

(b) No officer or employee of the Foundation shall acquire, retain, or transfer 
any rights, under the patent laws of the United States or otherwise, in any 
invention which he may make or produce in connection with performing his 
assigned activities and which is directly related to the subject matter thereof. . . . 

25 Statute cited note 2 supra, 
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setting up of an exclusive Government ownership of inventions, 
without substantial taking away of privately acquired property. 
Indeed the compelling security needs were generally acknowledged 
to require a departure from business-Government relations of the 
usual kind, and the patent ownership provisions then adopted”® were 
accepted quite generally as a necessary implementation of the security 
measures. 


While the space exploration aspects of the urgent long range 
program envisioned for the new agency may be regarded as similar 
to the program for Government and private research in atomic 
energy” the National Aeronautics and Space Act includes, in ad- 
dition to space exploration, a wide realm of aeronautics activities 
neither new nor subject to exclusive Government monopoly. The 
authority granted to the Administrator to assert title to inventions or 
improvements in the aeronautics area whenever a relationship is 
found to any contract,” agreement or understanding with the 
Administration, is not explained by this comparison with the Atomic 
Energy Act of 1946. 


Examination of the Atomic Energy Act of 1954 likewise does 


26 Sec. 11(a) of the Atomic Energy Act of 1946 is similar to § 151 of the Atomic 
Energy Act of 1954, except that in the Act of 1946 “inventions or discoveries useful 
solely in the production of fissionable material or atomic energy for a military 
weapon” may not be patented, while in the Act of 1954 those useful “solely in the 
utilization of special nuclear material or atomic energy in an atomic weapon” may 
not be patented. 

The Act of 1946 contains no provisions like those of § 152, relating to inventions 
made under Commission contracts, or those of § 151(d), requiring the Commissioner 
of Patents to notify the Commission of inventions to be reported under § 151. Sec. 
151 and 152 are set out in Appendix B of this article. 

27 Atomic Energy Act of 1946, 60 Stat. 756, 42 U.S.C. $ 1801 (1952) provides: 

It is the purpose of this Act to effectuate the policies set out in section 1(a) 
by providing, among others, for the following major programs relating to 
atomic energy : 

(1) A program of assisting and fostering private research and development 
to encourage maximum scientific progress ; 

(2) A program for the control of scientific and technical information which 
will permit the dissemination of such information to encourage scientific prog- 
ress, and for the sharing on a reciprocal basis of information concerning the 
practical industrial application of atomic energy as soon as effective and 
enforceable safeguards against its use for destructive purposes can be devised; 

(3) A program of federally conducted research and development to assure 
the Government of adequate scientific and technical accomplishment ; 

(4) A program for Government control of the production, ownership, and 
use of fissionable material to assure the common defense and security and to 
insure the broadest possible exploitation of the fields; and 

A program of administration which will be consistent with the fore- 
going policies and with international arrangements made by the United States, 
and which will enable the Congress to be currently informed so as to take 
further legislative action as may hereafter be appropriate. 


28 See Space Act of 1958, § 305(j) (2) for definition of contract. 
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not provide a precedent for the control of patents of unclassified 
and non-military type, since national security was still a large factor 
in atomic energy in 1954, and little opportunity had yet been afforded 
to industry, because of classification and other controls, to develop 
proprietary interests in private research, facilities, materials or patents. 
However, the Act of 1954 revised a number of patent provisions 
of the 1946 Act, and is, for that portion of the Act, largely a replace- 
ment rather than an addition to the earlier law. As rewritten, those 
provisions” are similar in substance though not in detail to the new 
provisions incorporated in the National Aeronautics and Space Act. 
The clauses of the latter are so like corresponding clauses of the 
AEC Act as to suggest that the AEC Act was the model from 
which the NASA Act was prepared. 


V. Discretion or ADMINISTRATOR 


The AEC Act provisions, lodging with the Commission title 
to all inventions useful in the production and utilization of special 
nuclear materials in an atomic weapon, and made under contract 
(or other arrangement) have been extended to the non-military 
aspects® of aeronautical and space activities in which knowledge 
and technology are shared by the scientific community at large. 
The granting of authority to assert exclusive public ownership pur- 
suant to section 305 over inventions in these former areas of private 
enterprise, when such are related to a contract, agreement, or under- 
standing with the Administration, is a further extension of the policy 
of the AEC Act into private enterprise areas. But in this case it is 
done without the compelling security reasons present in the AEC 
situation. 

The Congress has placed unusual responsibility and discretion 
in the Administrator, as was also done with the AEC, for the interpre- 
tation and administration of the law. He may either retain tight con- 
trols over property rights within the broad statutory definitions, or 
secure through commercial incentives the maximum participation 
of industry and the scientific community in the program. This 
discretion does not extend fully to the determination of the type of 


29 See Appendix B of this article. 


30 See discussion under Part III of this article. National defense aspects of 
aeronautical and space activities, excluding weapons systems, etc., logically could 
not have been the reason for the lodging of title in the Government, nor could 
security requirements have been the reason in this predominantly unclassified area, 
both of which reasons were compelling in the policy for AEC. 
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patent clauses to be used in contracting with scientific institutions 
and industry. Instead he presumably must make it clear in each 
contract that he has the authority to determine ownership of any 
resulting inventions, whether or not it is in an area where he would 
generally prefer to waive title, including, for example, the comple- 
tion of something through contract that is largely already developed 
at private expense. He has authority to waive title whenever it ap- 
pears to be in the best interest of the United States to do so, subject 
to a royalty-free license for use by the United States or any foreign 
country pursuant to treaty or agreement.** But he is not given au- 
thority to waive the reporting requirements of section 305(b) in 
each contract, or to waive the reports by the cooperating “con- 
tractor” to the Commissioner of Patents, which set out the relation- 
ship of the invention to any contract or agreement concerning any 
invention filed in the Patent Office which appears to the Com- 
missioner of Patents to have significant utility in the conduct of 
aeronautical and space activities. It should be noted that every in- 
ventor who files a patent application believed to have this “utility” 
must make such a report before the Commissioner of Patents can 
issue a patent to him. This applies to all inventions in the affected 
field, whether of domestic or foreign origin and regardless of the 
fact that no relationship to the work of any Administration contract 
could have existed. The test for requiring the report is not the 
existence of a relationship, close or remote, but the nature of the 
invention. 

The discretion of the Administrator might be exercised in quickly 
eliminating certain invention areas from the requirement that the 
patent issue to the United States so that the public might eventually 
be informed that this is not within the desired Government monopoly, 
regardless of its relationship to any Administration contract. Under 
section 305(e) the Administrator could determine, subject to review 
there provided, within five years of the issuance of the patent, that 
an invention had a sufficient “relationship” to a contract or under- 
standing, and even though this was not known to the inventor, or 
the invention in any way paid for by the Administration,” title 


81 Space Act of 1958, § 305(f). 


82 This appears not at all a remote possibility in the case of other employees of the 
Government who may have made inventions in and around their own field of duty 
assignment; for example in aero-medical and aeronautical fields, where extensive 
research and development is being carried on by Department of Defense, Department 
of Health, Education and Welfare, and other agencies. Such an inventor may be 
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might lodge in the Government. It would be within the discretion of 
the Administrator to publish ground rules in this regard. 

Of particular importance will be the determinations of the Ad- 
ministrator pursuant to recommendations of the Inventions and Con- 
tributions Board.** These determinations apparently will be the 
means for establishing the extent to which there is a change in the 
rights of private ownership in inventions having some degree of 
relationship to the work of the Administration. While he may be 
obligated in every contract to safeguard his right to determine in 
each case whether the invention shall belong to the Government or 
the inventor, he might establish and promulgate rules and regu- 
lations** by which such determinations will be governed. 


VI. Ruicurts iw INVENTIONS OF GOVERNMENT EMPLOYEES 
UNDER THE Act 


This discussion has so far been concerned with inventions made 
by contractors and organizations of a private ownership kind in- 
volved in work of the Administration. Insofar as the work is to be 
done under private management the invention rights so far discussed 
are, of course, most important. 

However, inventive contributions to the program may come in 
comparable numbers from two government sources. First, it is noted 
that the National Advisory Committee for Aeronautics has con- 
ducted its research almost entirely within government laboratories.*° 
Under section 301 the work of the National Advisory Committee 
for Aeronautics and all its properties are transferred to the Admini- 
stration, effective within ninety days. A considerable percentage 
of the Administration research and development work may there- 





unaware, until afterward, that his contributions were closely related to a National 
Aeronautics and Space Administration [hereinafter referred to as NASA] project or 
that his work done in advancement of a military weapon system, was also subject to a 
cooperative agreement with NASA. In the complex and interdependent aspects of all 
modern aeronautical weapon systems it also seems likely that employees of contractors, 
or subcontractors under some management types of contract, may frequently learn 
after filing a patent application of such a relationship on a higher echelon. 

83 Space Act of 1958, § 305(f) calls for this Board to hold a hearing and make 
a recommendation concerning each proposed waiver. 

84 Space Act of 1958, § 305(g) requires him to determine and promulgate regula- 
tions specifying terms and conditions upon which licenses will be granted under 
Administration-held patents. The assertion of title under $ 305(d) and (e) is subject 
to review by the Board of Patent Interferences and the CCPA but the waiver 
decision is final on his own authority. There is reason, therefore, to hope that such 
rules will be published. 


35 Testimony of Dr. Hough L. Dryden, supra note 6. 
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fore be done by its own employees. Second, employees of other 
government laboratories are of particular importance to any pro- 
gram involving missiles and rocketry. In these matters all three Serv- 
ices within the Department of Defense maintain laboratories of 
dominating importance. In these laboratories and at Defense head- 
quarters are the majority of the government experts in rocketry. 
Their assistance and the use of the extensive test ranges now in 
operation for defense purposes may form the backbone of the 
rocketry effort of the Administration for some time to come, unless 
new concepts are soon utilized to provide new sources of rocket 
power. Also in matters generally classified as “space medicine,” 
defense agencies have much of the personnel and facilities from 
which past progress has come. These will be important to the Ad- 
ministration. Especially in these two fields, the contributions to 
the aeronautics and space program may come in a large degree from 
employees of the Government in other agencies. 

Of what significance to the patent law are these facts? The 
National Aeronautics and Space Act is not explicit as to how rights 
are to be determined for inventions made, either by employees of the 
Administration, or by employees of other agencies, who may make 
inventions while doing work under some agreement with the Ad- 
ministration. What, then, is the rule to be applied? It appears 
that two rules must be applied, depending on whether the inventor 
is employed directly by the Administration, or indirectly through 
loan, agreement or other understanding with another agency. (This 
problem may be considerably reduced upon the adoption of policies 
to avoid it as discussed under the section dealing with discretion of 
the Administrator.) But to provide an understanding of the basis 
of this anomaly a short review will be given of the treatment of 
rights in inventions of government employees.** 

Within the Department of Defense, which accounts for the 
majority of the job-related inventions made by all government 
employees, the policy long ago developed that title should remain 
with the inventor, subject to a license for royalty-free use by the 
Government, unless the inventor had been hired to invent or to make 





86 This matter has been more fully analyzed in Finnigan & Pogue, Federal Em- 
ployee Invention Rights—Time to Legislate, 55 Micu. L. Rev. 903 (1957). 

87 Data on cases reported to the Chairman of the Government Patents Board are 
complete through June 30, 1954. From a total of 1810 reported cases, sixty-six 
per cent came from defense personnel. Data since June 30, 1954 are incomplete but 
show a similarly large fraction of defense origin. 
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or improve substantially the subject matter of the invention.** In 
most cases this resulted in free license rights for all governmental 
uses, but left ownership in the inventor so as to provide an incentive 
for making or disclosing inventions and, when made, for bringing 
them into commercial form so that the public might benefit thereby. 

Since the promulgation of Executive Order 10096** in 1950 most 
inventions of employees of the Government are subject to determina- 
tion of rights under the Executive Order.*° The employing agency 
now makes a “determination” of rights in accordance with its inter- 
pretation of that Order, and of the available decisions by the Chair- 
man, rather than applying for itself the pertinent court decisions.** 
Any such determination is forwarded to the Chairman of the Govern- 
ment Patents Board, for his “decision,” whenever less than title 
is taken on behalf of the Government. However, when it is de- 
termined that the Government should receive title the determination 
is not reviewed by the Chairman unless the inventor appeals from the 
determination. Under the Executive Order from about twenty-two 
to thirty-nine percent of all employee inventions, differing in the 
several years, come into ownership by the Government. Certain 
public service agencies have retained title to nearly all employee 
inventions.‘ The Chairman of the Government Patents Board has 
stated that he construes the Executive Order in accordance with 
the law as revealed in the court decisions* rather than according to 
the strict reading thereof, inasmuch as the strict interpretation would 
be contrary to law.“ 

In the absence of any statement in the National Aeronautics and 
Space Act as to the rights of employees of the Administration, these 
rights apparently are to be determined under Executive Order 10096. 
Thus arises a problem of equitable treatment of the employee-inven- 





88 This policy followed the pertinent court decisions of which the following are 
noted: Gill v. United States, 160 U.S. 426 (1896); Standard Parts Co. v. Peck, 264 
U.S. 52 (1924); Houghton v. United States, 23 F.2d 386 (4th Cir.) cert. denied, 
277 U.S. 592 (1928); United States v. Dubilier Condenser Corp., 289 U.S. 178 
(1933). 

89 37 C.F.R. § 300 (Supp. 1956), 32 J. Pat. Orr. Soc’y 724 (1950). 

40 Inventions of employees of AEC are exempt from this order, and AEC inventors 
generally do not retain rights to their inventions. See also note 24 supra. 

41 For a discussion of the variations in practice between the agencies operating 
under Exec. Order No. 10096, see Finnigan & Pogue, supra note 36, at 917-24. 

42 Ibid. 

43 Cases cited note 38 supra. 

44 Hearings Before Subcommittee No. 3 of the House Committee on the Judiciary, 
85th Cong., 2d Sess., ser. 15, at 25-26 (1958). 
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tor, since two standards become effective, one when the Act applies, 
and the other when master-servant relationships developed by the 
courts apply. 


The employee of the Administration is entitled to a determination 
of rights as to inventions made in the course of his employment 
under the Executive Order. The decisions of the Chairman there- 
under are, as noted, based on a construction of the Executive Order 
which brings it into approximate agreement with the rules in the 
court decisions. This cannot add up to a policy of taking title as 
required in contracts and other arrangements of the Administration. 
However, should the Administrator determine that title will be taken 
in all cases to inventions of employees of the Administration, such 
determinations would not come up for review by the Chairman under 
the Executive Order. But this would not eliminate the dual standard 
for treatment of employee rights. This is apparent when it is con- 
sidered that some considerable percentage of the inventions subject 
to control under the act may come from employees of other agencies 
of the Government, especially from the Department of Defense.* 
How much this unequal treatment as between similarly employed 
government inventors*® can be alleviated by wise administration of 
the act remains for later analysis. Also the function of the Chairman 
of the Government Patents Board for such inventions is presently 
in doubt,** both as to the employees of the Administration and of 
the defense agencies, when the inventions have the “utility” and 
“relationship” requisite to vesting the decision solely in the Adminis- 
trator. 


45 In the new Act the control by the Administrator is not limited to situations of 
financial support or use of Administration equipment and facilities, and the re- 
strictive provisions become applicable merely upon a finding of significant utility in 
aeronautical and space activities. A conflict between widely differing patent policies 
is thus inevitable if agreements for cooperation are undertaken. Section 203(b) (6) 
provides for the use by NASA of services, equipment, personnel, and facilities of 
Federal agencies and requires that, “Each department and agency of the Federal 
Government shall cooperate fully with the Administration in making its services, equip- 
ment, personnel, and facilities available to the Administration. . . .” Thus, employees of 
a department temporarily performing some free service for the NASA at a depart- 
mental installation fall at least in part within the patent provisions of the Act, and 
the departments and their employees are not left free under the Act to decline 
to render their services, or to determine ownership of resulting inventions. 

46 The extent of similar employment in defense agencies may be seen by reference 
to areas of interest for NASA, Space Act of 1958, supra note 9. 

47 A main reason urged for the continuance of the function performed by the 
Chairman is the uniformity of treatment which may be provided by consideration by 
an independent agency of cases from all agencies of Government. See Hearings, supra 
note 44, at 22, 39. 
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VII. Errectr or Ricuts Provisions oN ProcuREMENT 


Since only one other agency has been created under the mandate 
to take title to all inventions (except as waived) coming out of its 
contracts, it is natural to look to the experience of that agency to 
see whether such restrictions are conducive to maximum advance- 
ment of its program. Unfortunately little has been published con- 
cerning the operations of the Atomic Energy Commission in this 
respect.** There has been a considerable reaction on the part of 
affected industry to the continued restrictions on private ownership 
of inventions related to new equipment and processes in view of 
the lapse of the need for secrecy and of the purpose announced in 
the Atomic Energy Act of 1954 to encourage participation by private 
industry.*® This reaction was accorded a public hearing at the 
Atomic Energy Commission on April 15, 1958.° Evaluation of 
the real effectiveness and extent of such reaction is a very difficult 
and elusive matter which has recently received the attention of a 
number of serious studies.** Mr. Richard Tybout has presented a 


48 The AEC experience under rigid title provisions seems not to have been con- 
sidered in the adoption by the Congress of similar rigid title provisions for the new 
Administration. While hearings had been held on April 15, 1958, for the purpose 
of critical examination of the question, it does not appear that the resulting testimony 
was available to the committees of the Congress when the rights provisions were 
adopted for the Administration. 


49 Supra note 2, § 3(d), at 922. One purpose is stated as follows: “a program 
to encourage widespread participation in the development and utilization of atomic 
energy for peaceful purposes to the maximum extent consistent with the common de- 
fense and security and with the health and safety of the public.” 


50 These hearings were held with a view to possible recommendation of new legis- 
lation to relax the title policy of the AEC or to modify operations thereunder. During 
these hearings evidence was presented as to the reluctance of industry to enter con- 
tracts under which title to inventions and technical data lodges in the Government, 
especially in those cases where some established commercial position had been set 
up independently of Commission support. Business concerns apparently have frequently 
refused to so contract with the AEC except in areas where they have previously not 
done privately sponsored research, so as not to be forced to give up inventions and 
technical data at least partly developed at private cost. Also the heavy duty of re- 
porting in justification of retention of privately developed technical data and in- 
ventions was stated to considerably increase the uncertainty of doing business with 
the Commission. The inability to obtain a timely decision on any petition for waiver of 
title by the Commission until too late to take patent action was cited to show that the 
‘waiver provision of the Atomic Energy Act (authority similar to that of the Ad- 
ministrator) did not provide suitable relief in cases of inventions of primarily 
private contribution and interest. 

51 Studies were prepared for the Subcommittee on Patents, Trademarks, and 
‘Copyrights of the Committee on the Judiciary of the United States Senate entitled: 
Frost, The Patent System and the Modern Economy, S. Doc. No. 22, 85th ., [st 
Sess. (1957); Palmer, Patents and Nonprofit Research, S. Doc. No. 55, 85th g-, 
Ast Sess. (1957) ; Melman, Impact of the Patent System on Research, S. Doc. No. 236, 
85th Cong., 2d Sess. (1958); Allen, Economic Aspects of Patents and the American 
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study of the contract practices of the Atomic Energy Commission, 
but with little information as to the effect of the title clauses on the 
ability to attract proposals for new and hopeful lines of research. 
Small Business has been attracted to the field to some degree, though 
perhaps primarily by firms whose business is research. Large busi- 
ness firms have accounted for the bulk of the contracting. A par- 
ticular type of partnership between Government and industry has 
proven successful in the management of atomic energy research and 
development done through the Sandia Corporation. Contracts of the 
Commission generally require inventions to be assigned to the 
Government but may leave a license in the contractor." 

A number of agencies of the Department of Defense have some 
concern as to the effect of the new provisions upon their own 





Patent System: A Bibliography, S. Doc. No. 236, 85th Cong., 2d Sess. (1958) ; 
Machlup, An Economic Review of the Patent System, S. Doc. No. 236, 85th Cong., 
2d Sess. (1958). 

52 Tysout, GOVERNMENT CONTRACTING IN ATOMIC ENErGy (1956). 

53 Ibid. 

54 Ibid. Since the research work of the Commission is predominantly carried out 
in a few large laboratories financed by the Government and operated for the Govern- 
ment under contract, this accounts for the bulk of the Commission contract ex- 
penditures. 


55 Prince, Sandia Corporation, A Science-Industry-Government Approach to 
Management of a Special Project, 17 Fev. B.J. 432 (1957). 


56 The Commission includes in its contracts three types of patent provisions, desig- 
nated as types A, B and C. Under type A provisions, no rights are reserved to 
the contractor, although such rights might be given him as a result of administrative 
determination. Type A provisions are used: 


[When the work to be performed or the material or equipment to be fur- 
nished by the contractor is of such character that any inventions or discoveries 
that may be made probably will relate directly to or concern some phase of the 
research or development work which AEC conducts or sponsors. 


Type B provisions likewise reserve for the Commission the right to grant patent 
rights to the contractor as a result of administrative determination, but specify that 
the contractor shall at least retain a nonexclusive, irrevocable, royalty-free license 
for any patent arising out of his work. Type B provisions are used: 


[W]hen the work to be performed or the material or equipment to be fur- 
nished by the contractor is of such character that any inventions or discoveries 
that may be made probably (a) will relate only incidentally (and not directly) 
to some phase of the basic research or development work which AEC conducts 
or sponsors, but (b) will relate to a field of work in which the contractor has 
an established industrial and patent position. 

Type C patent provisions permit the contractor to retain as a minimum a sole (except 
against the government or its account), irrevocable, royalty-free license with the sole 
right to grant sublicenses. Type C provisions are used : 

[When the work tobe performed or the material or equipment to be fur- 
nished by the contractor is of such character that any inventions or discoveries 
that may be made will probably: (a) relate only incidentally (and not directly) 
to some phase of the basic research or development work which AEC conducts 
or sponsors, (b) relate to a field of work in which the contractor has an estab- 
lished industrial and patent position, and (c) result from routine development 
or production work by the contractor. 
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contracting in the fields of aeronautics, rocketry, aviation medicine 
and related matters, because their contracts produce techniques and 
products inseparable from the “utility” which is the criterion for 
control by the Administration, and may not be free from the “re- 
lationship” through which the control can be asserted. 


The policy of the Department of Defense as to property rights in 
inventions made in the performance of a contract calling for research 
and development work has developed through long experience as 
the policy best adapted to encourage participation in the defense 
effort by the scientific community and industry generally, and, at 
the same time, provide for the Government all of the rights required 
for effective military procurement. Under the ASPR provisions the 
contractor may file a patent application on any invention and thereby 
retain rights for commercial development and marketing, subject to 
a license for royalty-free use by the Government, or if he desires 
not to file a patent application, the Government may assume owner- 
ship and file a patent application in its own interest. A very broad- 
based expansion of research in military-related fields among scientific 
institutions and industry groups, of great benefit to the national de- 
fense and to the general economy, has occurred under this policy of 
mutual respect for property rights. It is a policy now well market- 
tested and of acknowledged value in Department of Defense con- 
tracting.*” 


Because a policy has worked well in one setting does not of course 
prove its value in the hands of others for a different purpose, nor does 
it establish that some other policy would have been less effective. 


57 Contra, Melman, S Doc. No. 236, 85th Cong., 2d Sess. (1958). He shows that 
the number of research scientists and engineers in the U.S. increased from 87,000 in 
1941 to 194,000 in 1954, while the number of patents granted decreased, and that 
the number of technical personnel employed increased from 42,000 to 691 000 in the 
same period. The index of patent activity dropped from 100 to 8 in that ‘period and 
he concludes at page 29 that patents do not provide a clue to employment in research. 
He finds at page 54 that large laboratories associated with manufacturing which are 
denied exclusive patent positions (A.T. & T. and I.B.M. pursuant to anti-trust suits) 
will increase, rather than curtail their research efforts. He concludes at page 62 
that there is nothing to indicate that the absence of a patent system would diminish 
the scope and character of scientific research in universities, and that expenditures 
by business for their own research would not be appreciably diminished, since com- 
petitive pressures, which are the main impetus, would still operate. 

Mr. Machlup i in Study No. 15, supra note 51, examines the patent system from the 
point of view of an economist. He concludes at page 80 that a definite answer cannot 
be given, but that it would be irresponsible to recommend to a large industrial 
country which had no patent system that one should be set up, or to a country having 
one that it should be discontinued. See also “Investigation of Government Patent 
Practices and Policies—Report and Recommendations of the Attorney General to 
the President”, (1947) Vol. 1, pp. 77-108. 
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The departure from any established fair policy in dealing with in- 
dustry or the public does of course cause losses not easily repaired. 
The adverse effect of the impact of the patent policy upon the 
national defense, which may be brought on by the rights provisions 
of the National Aeronautics and Space Act, will be difficult to 
assess and may emerge somewhat obscurely. Any beneficial effect 
seems at least more obscure, if envisioned at all.*® 


The experience of the Department of Health, Education and 
Welfare could be mentioned as a possible guide to the effect of re- 
strictive patent provisions in contracts for research. It has been the 
general policy of that department to assert title to inventions made 
in the field of public health, in keeping with a substantial body of 
opinion that all medical research results are for the public welfare and 
ought not to confer benefits upon any private interest, if paid for 
by public funds. Such was the policy of that department in con- 
nection with the cancer research program, and exclusive licenses. 
had not been granted under their patents. However, it has recently 
become apparent that the department could not secure the services of 
some manufacturers of medical supplies developed under contract 
under this policy. Upon reappraisal of its effects the policy has now 
been altered to permit the granting of exclusive rights to its con- 
tractors when the public welfare is served thereby.” 


VIII. Crirerta For DETERMINING TITLE IN THE GOVERNMENT 


One further feature of the Act is of importance in examining its 
impact upon the usual concepts of patent rights of employee-employer 
relationships. This is found in the wording of the criteria for de- 
termination by the Administrator that an invention by the employee 
of a contractor shall be the property of the United States. 

Under section 305(a) any invention made in the performance 
of any work under any contract (proposed or actual, or any agree- 
ment, understanding or other arrangement) with the Administration 
shall be the exclusive property of the United States and any patent 


58 The American Patent Law Association strongly opposed the policy of exclusive 
ownership of inventions growing out of contracts with the Government as being con- 
trary to the public interest. The statement of opposition applied to H.R. 12575, and 
to H.R. 7639 relating to defense contracts, both of which were then pending, and 
to the present provisions in the AEC Act of 1954. AmMEerIcAN Patent Law Ass’N, 
Butietin, JUNE 1958 at 161-67. 


= Patent, Trademark and Copyright Weekly Reports, No. 7, Part 1 at V, Sept. 8, 
1958. 
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thereon shall issue to the Administrator (unless he shall waive title) 
if he determines: (1) the inventor was employed or assigned to per- 
form research, development or exploration work and the invention 
is related to such work, or within the scope of his employment duties, 
regardless of whether made during working hours, or with a con- 
tribution by the Government of facilities, equipment, materials, 
allocated funds, information proprietary to the Government, or 
services of Government employees during working hours; or (2) 
the inventor was not employed to perform research, development 
or exploration work, but the invention is related to the contract, 
or work or duties assigned, and was made either during working 
hours, or with a contribution from the Government as defined in 
clause (1). 

It should be noted that no criteria of the type set out in § 305(a) 
have heretofore ever been established by U.S. law for use as be- 
tween master and servant, nor have they heretofore been employed 
between the Government and its contractors. While the Atomic 
Energy Commission operates under a similar policy of taking title, 
no such criteria are set out for the AEC. These criteria apparently 
originated from those proposed by the Chairman of the Govern- 
ment Patents Board® to the Subcommittee on Patents, Trade Marks 
and Copyrights of the House Committee on the Judiciary for use 
in determining rights between Government and its employees, but 
with important differences. Criteria as presently employed in the 
decisions of the Chairman of the Government Patents Board on 
rights as between Government and its employees are quite different 
in that: (1) GPB decisions taking title for the Government are 
based on the invention being “directly related to such work,” where- 
as here the omission of the word “directly” from the criteria in the 
Act broadens the scope of the title taking, (2) the second criterion 
for lodging title in the Government expresses approximately a cir- 
cumstance in which a Government employee now retains title sub- 
ject to a free license to the Government,“ and (3) the criteria in 


60 Supra note 44, at 41. 

61 The right of the Government to the use, as contrasted to the ownership, of in- 
ventions made by its employees when related to their official duty or made with a 
contribution by the Government is governed primarily by limitations on the right of 
the employee to sue in the Court of Claims. In the absence of the right to bring suit 
the Government is regarded as having a license for royalty-free use of the invention. 
The controlling provision of 28 U.S.C. § 1498 (1952) is: 

A Government employee shall have the right to bring suit against the Govern- 
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the Act do not provide rights of the “shop right” type in which the 
Government is entitled to only a license. The situation of license 
only in the Government under this Act arises only where the Ad- 
ministrator waives title in the United States but reserves a free 
license and a right to grant free licenses to foreign governments 
pursuant to international agreement or treaty. 

These are new and untried principles in the matter of invention 
ownership which extend to all contract relations of the Administra- 
tion. They are open to interpretation as including the arrangements 
for cooperation with the Department of Defense. For example, the 
Administrator could arrange for the firing of a Defense missile for 
some Administration objective at Cape Canaveral, or other military 
facility, making use only of military equipment and personnel and, 
yet, the Administrator seems to be empowered to take full title to 
any inventions which might be made in connection with that work. 


IX. CoNncLusiIons 


The unfortunate choice of language in setting forth a policy of 
Government monopoly in space matters to include also aeronautical 
and other military matters is at the root of the impact of the rights 
in inventions provisions upon the patent system generally. It is of 
importance to the national defense in apparently much greater de- 
gree than the assertion of a Government monopoly in strictly space 
matters. But as the law is written the two areas are inseparable. 

The features appearing to interfere with the objectives of the Act 
and to carry implicit harm to the patent system are set out to elicit 
careful consideration and analysis of the injury to the national de- 
fense, in return for which no substantial benefit is foreseen. 

The patent provisions of the National Aeronautics and Space Act 
of 1958 represent a significant departure from a long-established 
governmental patent policy. Whether sound or unsound, the pro- 


ment under this section except where he was in a position to order, influence, 
or induce use of the invention by the Government. This section shall not confer 
a right of action on any patentee or any assignee of such patentee with respect 
to any invention discovered or invented by a person while in the employment 
or service of the United States, where the invention was related to the official 
functions of the employeé, in cases in which such functions included research 
and development, or in the making of which Government time, materials or 
facilities were used. 

62 For an analysis of the problems of Government ownership and rights determina- 
tions concerning inventions of employees see Forman, United States Patent Owner- 
ship Policy and Some of its Administrative Implications (pts. 1-8), 38 J. Pat. OFr. 
Soc’y, 380, 478, 534, 647, 705, 762, 866 (1956) ; 39 J. Pat. Orr. Soc’y, 62 (1957). 
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visions will unquestionably have significant effect on science-industry- 
government cooperation in research and development, on govern- 
ment procurement, and on hiring and retention of competent gov- 
ernmental scientific personnel. Moreover, the impact of the pro- 
visions on the established multibillion dollar aeronautics industry 
is likely to be of considerable magnitude. It is therefore quite sur- 
prising that such a far-reaching policy was enacted with little op- 
portunity for industry and the affected government agencies, in- 
cluding the Department of Defense itself, or for economists, scien- 
tists, or others who have major interests and significant experience 
in such matters to present viewpoints and information. While mod- 
eled closely after the Atomic Energy Act of 1954, the provisions 
of this Act, unlike that Act, are explicitly made applicable to a long- 
established industry, and the Administration’s functions directly 
affect major programs of other government agencies. The special 
patent provisions of the Atomic Energy Act were supported by 
compelling national security requirements, which are of little force 
in the predominantly unclassified work of the new agency. Further 
consideration by the Congress of the advisability of the provisions 
appears most desirable in order to give other government agencies, 
affected industries, scientists and other experts adequate opportunity 
to present information and experience viewpoints on the impact of 
these provisions. 


APPENDIX A 


Sections 305 Anp 306 Or THE NATIONAL AERONAUTICS AND SpAce Act OF 1958 
PROPERTY RIGHTS IN INVENTIONS 


Sec. 305. (a) Whenever any invention is made in the performance of any work 
under any contract of the Administration, and the Administrator determines that— 


(1) the person who made the invention was employed or assigned to per- 
form research, development, or exploration work and the invention is related to 
the work he was employed or assigned to perform, or that it was within the 
scope of his employment duties, whether or not it was made during working 
hours, or with a contribution by the Government of the use of Government 
facilities, equipment, materials, allocated funds, information proprietary to the 
Government, or services of Government employees during working hours; or 

(2) the person who made the invention was not employed or assigned to 
perform research, development, or exploration work, but the invention is never- 
theless related to the contract, or to the work or duties he was employed or 
assigned to perform, and was made during working hours, or with a contribu- 
tion from the Government of the sort referred to in clause (1), 


such invention shall be the exclusive property of the United States, and if such in- 
vention is patentable a patent therefor shall be issued to the United States upon ap- 
plication made by the Administrator, unless the Administrator waives all or any part 
of the rights of the United States to such invention in conformity with the provisions 
of subsection (f) of this section. 

(b) Each contract entered into by the Administrator with any party for the 
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performance of any work shall contain effective provisions under which such party 
shall furnish promptly to the Administrator a written report containing full and 
complete technical information concerning any invention, discovery, improvement, or 
innovation which may be made in the performance of any such work. 


(c) No patent may be issued to any applicant other than the Administrator for 
any invention which appears to the Commissioner of Patents to have significant 
utility in the conduct of aeronautical and space activities unless the applicant files 
with the Commissioner, with the application or within thirty days after request therefor 
by the Commissioner, a written statement executed under oath setting forth the 
full facts concerning the circumstances under which such invention was made and 
stating the relationship (if any) of such invention to the performance of any work 
under any contract of the Administration. Copies of each such statement and the 
application to which it relates shall be transmitted forthwith by the Commissioner 
to the Administrator. 


(d) Upon any application as to which any such statement has been transmitted to 
the Administrator, the Commissioner may, if the invention is patentable, issue a 
patent to the applicant unless the Administrator, within ninety days after receipt of 
such application and statement, requests that such patent be issued to him on behalf of 
the United States. If, within such time, the Administrator files such a request with 
the Commissioner, the Commissioner shall transmit notice thereof to the applicant, 
and shall issue such patent to the Administrator unless the applicant within thirty 
days after receipt of such notice requests a hearing before a Board of Patent Inter- 
ferences on the question whether the Administrator is entitled under this section to 
receive such patent. The Board may hear and determine, in accordance with rules and 
procedures established for interference cases, the question so presented, and its de- 
termination shall be subject to appeal by the applicant or by the Administrator to 
the Court of Customs and Patent Appeals in accordance with procedures governing 
appeals from decisions of the Board of Patent Interferences in other proceedings. 


(e) Whenever any patent has been issued to any applicant in conformity with sub- 
section (d), and the Administrator thereafter has reason to believe that the statement 
filed by the applicant in connection therewith contained any false representation of any 
material fact, the Administrator within five years after the date of issuance of such 
patent may file with the Commissioner a request for the transfer to the Administrator 
of title to such patent on the records of the Commissioner. Notice of any such re- 
quest shall be transmitted by the Commissioner to the owner of record of such patent, 
and title to such patent shall be so transferred to the Administrator unless within 
thirty days after receipt of such notice such owner of record requests a hearing before 
a Board of Patent Interferences on the question whether any such false representation 
was contained in such statement. Such question shall be heard and determined, and 
determination thereof shall be subject to review, in the manner prescribed by sub- 
section (d) for questions arising thereunder. No request made by the Administrator 
under this subsection for the transfer of title to any patent, and no prosecution for 
the violation of any criminal statute, shall be barred by any failure of the Administra- 
tor to make a request under subsection (d) for the issuance of such patent to him, 
or by any notice previously given by the Administrator stating that he had no ob- 
jection to the issuance of such patent to the applicant therefor. 

(f) Under such regulations in conformity with this subsection as the Administrator 
shall prescribe, he may waive all or any part of the rights of the United States 
under this section with respect to any invention or class of inventions made or which 
may be made by any person or class of persons in the performance of any work re- 
quired by any contract of the Administration if the Administrator determines that the 
interests of the United States will be served thereby. Any such waiver may be made 
upon such terms and under such conditions as the Administrator shall determine to be 
required for the protection of the interests of the United States. Each such waiver 
made with respect to any invention shall be subject to the reservation by the Ad- 
ministrator of an irrevocable, nonexclusive, nontransferrable, royalty-free license for 
the practice of such invention throughout the world by or on behalf of the United 
States or any foreign government pursuant to any treaty or agreement with the 
United States. Each proposal for any waiver under this subsection shall be re- 
ferred to an Inventions and Contributions Board which shall be established by the 
Administrator within the Administration. Such Board shall accord to each interested 
party an opportunity for hearing, and shall transmit to the Administrator its findings 
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of fact with respect to such proposal and its recommendations for action to be taken 
with respect thereto. 

(g) The Administrator shall determine, and promulgate regulations specifying, 
the terms and conditions upon which licenses will be granted by the Administration 
for the practice by any person (other than an agency of the United States) of any 
invention for which the Administrator holds a patent on behalf of the United States. 

(h) The Administrator is authorized to take all suitable and necessary steps to 
protect any invention or discovery to which he has title, and to require that contractors 
or persons who retain title to inventions or discoveries under this section protect the 
inventions or discoveries to which the Administration has or may acquire a license 
of use. 

(i) The Administration shall be considered a defense agency of the United States 
for the purpose of chapter 17 of title 35 of the United States Code. 

(j) As used in this section— 

(1) the term “person” means any individual, partnership, corporation, as- 
sociation, institution, or other entity ; 

(2) the term “contract” means any actual or proposed contract, agreement, 
understanding, or other arrangement, and includes any assignment, substitution 
of parties, or subcontract executed or entered into thereunder; and 

(3) the term “made”, when used in relation to any invention, means the 
conception or first actual reduction to practice of such invention. 


CONTRIBUTIONS AWARDS 


Sec. 306. (a) Subject to the provisions of this section, the Administrator is au- 
thorized, upon his own initiative or upon application of any person, to make a 
monetary award, in such amount and upon such terms as he shall determine to be 
warranted, to any person (as defined by section 305) for any scientific or technical 
contribution to the Administration which is determined by the Administrator to have 
significant value in the conduct of aeronautical and space activities. Each application 
made for any such award shall be referred to the Inventions and Contributions Board 
established under section 305 of this Act. Such Board shall accord to each such ap- 
plicant an opportunity for hearing upon such application, and shall transmit to the 
Administrator its recommendation as to the terms of the award, if any, to be made 
to such applicant for such contribution. In determining the terms and conditions of 
any award the Administrator shall take into account— 


(1) the value of the contribution to the United States; 

(2) the aggregate amount of any sums which have been expended by the 
applicant for the development of such contribution ; 

(3) the amount of any compensation (other than salary received for services 
rendered as an officer or employee of the Government) previously received by 
the applicant for or on account of the use of such contribution by the United 
States ; and 

(4) such other factors as the Administrator shall determine to be material. 


(b) If more than one applicant under subsection (a) claims an interest in the 
same contribution, the Administrator shall ascertain and determine the respective 
interests of such applicants, and shall apportion any award to be made with respect 
to such contribution among such applicants in such proportions as he shall determine 
to be equitable. No award may be made under subsection (a) with respect to any 
contribution— 


(1) unless the applicant surrenders, by such means as the Administrator 
shall determine to be effective, all claims which such applicant may have to 
receive any compensation (other than the award made under this section) for 
the use of such contribution or any element thereof at any time by or on be- 
half of the United States, or by or on behalf of any foreign government pursuant 
to any treaty or agreement with the United States, within the United States 
or at any other place; 

(2) in any amount exceeding ster, unless the Administrator has trans- 
mitted to the appropriate committees of the Congress a full and complete re- 
port concerning the amount and terms of, and the basis for, such proposed 
award, and thirty calendar days of regular session of the Congress have ex- 
pired after receipt of such report by such committees. 
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APPENDIX B 


Sections 151 Anp 152 Or THe Atomic Enercy Act Or 1954 
“CHAPTER 13. PATENTS AND INVENTIONS 


“Sec. 151. MmLiTrary UTILIZATION.— 

“a. No patent shall hereafter be granted for any invention or discovery which is 
useful solely in the utilization of special nuclear material or atomic energy in an 
atomic weapon. Any patent granted for any such invention or discovery is hereby 
revoked, and just compensation shall be made therefor. 

“b. No patent hereafter granted shall confer any rights with respect to any in- 
vention or discovery to the extent that such invention or discovery is used in the 
utilization of special nuclear material or atomic energy in atomic weapons. Any rights 
conferred by any patent heretofore granted for any invention or discovery are hereby 
revoked to the extent that such invention or discovery is so used, and just compensa- 
tion shall be made therefor. 

“c. Any person who has made or hereafter makes any invention or discovery 
useful (1) in the production or utilization of special nuclear material or atomic 
energy; (2) in the utilization of special nuclear material in an atomic weapon; or 
(3) in the utilization of atomic energy in an atomic weapon, shall file with the Com- 
mission a report containing a complete description thereof unless such invention or 
discovery is described in an application for a patent filed with the Commissioner of 
Patents by such person within the time required for the filing of such report. The 
report covering any such invention or discovery shall be filed on or before whichever 
of the following is the later: either the ninetieth day after completion of such inven- 
tion or discovery; or the ninetieth day after such person first discovers or first has 
reason to believe that such invention or discovery is useful in such production or 
utilization. 

“d. The Commissioner of Patents shall notify the Commission of all applications 
for patents heretofore or hereafter filed which, in his opinion, disclose inventions 
or discoveries required to be reported under subsection 151 c., and shall provide the 
Commission access to all such applications. 

“Sec. 152, InveNtIONs CoNcEIVED DuriInc CoMMIssIon ConTRACTSs.—Any inven- 
tion or discovery, useful in the production or utilization of special nuclear material 
or atomic energy, made or conceived under any contract, subcontract, arrangement, 
or other relationship with the Commission, regardless of whether the contract or 
arrangement involved the expenditure of funds by the Commission, shall be deemed 
to have been made or conceived by the Commission, except that the Commission may 
waive its claim to any such invention or discovery if made or conceived by any person 
at or in connection with any laboratory under the jurisdiction of the Commission as 
provided in section 33, or under such other circumstances as the Commission may 
deem appropriate. No patent for any invention or discovery, useful in the production 
or utilization of special nuclear material or atomic energy, shall be issued unless 
the applicant files with the application, or within 30 days after request therefor by the 
Commissioner of Patents, a statement under oath setting forth the full facts surround- 
ing the making or conception of the invention or discovery described in the applica- 
tion and whether the invention or discovery was made or conceived in the course 
of, in connection with, or under the terms of any contract, subcontract, arrangement, 
or other relationship with the Commission, regardless of whether the contract or 
arrangement involved the expenditure of funds by the Commission. The Commissioner 
of Patents shall forthwith forward copies of the application and the statement to the 
Commission. 

“The Commissioner of Patents may proceed with the application and issue the 
patent to the applicant (if the invention or discovery is otherwise patentable) unless 
the Commission, within 90 days after receipt of copies of the application and state- 
ment, directs the Commissioner of Patents to issue the patent to the Commission (if 
the invention or discovery is otherwise patentable) to be held by the Commission as 
the agent of and on behalf of the United States. 

“If the Commission files such a direction with the Commissioner of Patents, and 
if the applicant’s statement claims, and the applicant still believes, that the invention 
or discovery was not made or conceived in the course of, in connection with, or 
under the terms of any contract, subcontract, arrangement, or other relationship 
with the Commission entitling the Commission to take title to the application or 
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the patent, the applicant may, within 30 days after notification of the filing of such a 
direction, request a hearing before a Board of Patent Interferences. The Board shall 
have the power to hear and determine whether the Commission was entitled to the 
direction filed with the Commissioner of Patents. The Board shall follow the rules 
and procedures established for interference cases and an appeal may be taken by 
either the applicant or the Commission from the final order of the Board to the 
Court of Customs and Patent Appeals in accordance with the procedures governing 
the appeals from the Board of Patent Interferences. 

“If the statement filed by the applicant should thereafter be found to contain false 
material statements any notification by the Commission that it has no objections to 
the issuance of a patent to the applicant shall not be deemed in any respect to con- 
stitute a waiver of the provisions of this section or of any applicable civil or crim- 
inal statute, and the Commission may have the title to the patent transferred to the 
Commission on the records of the Commissioner of Patents in accordance with the 
provisions of this section. 





EDITORIAL NOTES 


BELIEFS, ASSOCIATIONS, AND PASSPORTS: RECENT 
CASES AND PROPOSED LEGISLATION 


T. Neal McNamara* and Roy S. Mitchell** 


I. IntTRODUCTION 


One of the controversial questions which the State Department hopes 
to persuade Congress and the courts to answer soon concerns the con- 
stitutionality of a delegation of power permitting the Secretary of State 
to determine who may and may not receive passports for travel abroad. 
Passport litigation, although frequent in the lower courts since World 
War II, reached the attention of the Supreme Court for the first time 
in nineteen years' when, on June 16, 1958, the Court handed down two 
decisions dealing with the power of the Secretary of State to deny pass- 

rts.? 

Rockwell Kent, an artist, Walter Briehl, a psychiatrist, and Weldon 
Bruce Dayton, a physicist, disputed the exercise of discretion by the 
Secretary in withholding their respective passports because in his judg- 
ment it would be detrimental to the best interest of the country to 
allow them to travel abroad. Applicants were all alleged to have been 
involved with the Communist movement in some manner. All three 
cases were decided on the same grounds: that Congress had not given 
the Secretary authority to withhold passports to citizens because of 
their beliefs or associations.* 

Immediately after these decisions were handed down, the President 
made an urgent appeal to Congress‘ to enact legislation which would 
supply authority to the Secretary of State which he had previously 


* Associate Editor, The George Washington Law Review; B.A. 1952, Duke 
University. 

** Associate Editor, The George Washington Law Review; B.S. 1957, Cornell 
University. 


1 The Secretary of State’s discretionary authority to deny passports was last con- 
sidered in Perkins v. Elg, 307 U.S. 325 (1939). 


2 Kent v. Dulles, 357 U.S. 116 (1958) ; Dayton v. Dulles, 357 U.S. 144 (1958). 


3 Kent v. Dulles, supra note 2, at 130. On appeal to the Court, the Kent and Briehl 
Cases were consolidated because of the similarity of issues. 


#104 Cone. Rec. 11832 (daily ed. July 7, 1958). 
[77] 
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exercised under existing statutes. Congress responded by introducing a 
variety of bills.® 

The purpose of this article is to examine and analyze the provisions 
of the Administration bill, which, in the light of the recent court de- 
cisions, would raise the most serious questions of constitutionality. In 
order to understand the issues presented by the proposed legislation, 
it will be necessary first to examine the recent cases in some detail. 


II. ReEcENT CASES 
A. Kent v. Dulles 


Rockwell Kent wished to visit England and also to attend a meeting 
of the “World Council of Peace” in Helsinki, Finland. In response to 
his initial application, Kent was notified by the Director of the Passport 
Office that, pursuant to then current departmental regulations, his re- 
quest was being denied because: (1) he was a Communist, and (2) he 
had a history of “consistent and prolonged adherence to the Communist 
Party line.” ® Kent was also informed that whether or not he desired 
a hearing’ he would have to submit an affidavit stating whether he was 
then or had ever been a Communist. The applicant did not request 
a hearing and refused to supply the necessary affidavit. At this point 


5 See S. 4030, S. 4065, S. 4110, S. 4137, H.R. 12983, H.R. 12989, H.R. 13005, H.R. 
13318, H.R. 13652, H.R. 13760, H.R. 13761, H.R. 13788, 85th Cong., 2d Sess. (1958). 


6 Kent v. Dulles, supra note 2, at 117-118. The Regulations provide: 


In order to promote the national interest by assuring that persons who 
support the world Communist movement of which the Communist Party is an 
integral unit may not, through use of United States passports, further the 
purposes of that movement, no passport, except one limited for direct and 
immediate return to the United States, shall be issued to: 

(a) Persons who are members of the Communist Party or who have 
recently terminated such membership under such circumstances as to warrant 
the conclusion—not otherwise rebutted by the evidence—that they continue 
to act in furtherance of the interests and under the discipline of the Communist 
party ; 

(b) Persons, regardless of the formal state of their affiliation with the 
Communist Party, who engage in activities which support the Communist 
movement under such circumstances as to warrant the conclusion—not other- 
wise rebutted by the evidence—that they have engaged in such activities as a 
result of direction, domination, or control exercised over them by the Com- 
munist movement ; 

(c) Persons, regardless of the formal state of their affiliation with the 
Communist Party, as to whom there is reason to believe, on the balance of 
all the evidence, that they are going abroad to engage in activities which will 
advance the Communist. movement for the purpose, knowingly and wilfully 
of advancing that movement. 22 C.F.R. § 51.135 (1958). 


7§ 51.137 of the regulations gives an applicant the right to an informal hearing 
before disapproval of his application becomes final. 22 C.F.R. § 51.137 (1958). 

: 8 An affidavit may be required at any stage of the proceedings in the Passport Divi- 
sion and if the applicant admits that he is a Communist he may be denied his pass- 
port without further hearing. 22 C.F.R. § 51.142 (1958). 
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Kent filed a second application and was given a hearing at which the 
principal evidence against him consisted of selected excerpts from his 
book entitled Jt’s Me O Lord. Kent admitted the accuracy of the 
quoted parts of his book but still refused to submit the affidavit. The 
Department then informed him that no further consideration would be 
given to his application until he did so. 

Walter Briehl similarly refused to submit an affidavit, and his passport 
renewal application was then tentatively disapproved on the grounds 
that he was alleged to have been a Communist, that he allegedly had 
conducted Communist Party meetings, and that he had been engaged 
in various other named activities that involved the Communist move- 
ment. Briehl requested and was granted a hearing, but due to his con- 
tinuing refusal to supply an affidavit, he was advised that the Board of 
Passport Appeals could not hear an appeal under the then current 
regulations. 

Kent and Briehl brought suits in the District Court for declaratory 
relief. Both complaints were dismissed by unreported oral opinions and 
affirmed by a divided Court of Appeals, sitting en banc.® The Supreme 
Court, in a 5-4 decision, reversed the lower courts and held that Congress 
had made no explicit provision in the statutes relied upon whereby the 
Secretary of State could deny passports to citizens because of their 
beliefs and associations, and, absent such authority, the Secretary could 
not employ that standard to restrict the citizen’s right of free move- 
ment.?° 

The Secretary claimed authority to promulgate his regulations pur- 
suant to two statutes. One of those relied upon was first passed in 
1856,1 later reenacted,’ and finally codified by the Act of July 3, 
1926.8 Section 21la provides that “the Secretary of State may grant 
and issue passports . . . under such rules as the President shall designate 
and prescribe. . . .” Respondent also relied upon the Immigration and 
Nationality Act of 1952, which he maintained represented a “joint Con- 
gressional and Executive exercise of the war power and the foreign 
affairs power.” 1* As codified, section 1185(b) of this act provides that 
in time of war or during the existence of an emergency declared by the 
President, and when implemented by proclamation, it shall be unlawful 
for any citizen of the United States “to depart from or enter, or attempt 


® Kent v. Dulles, 248 F.2d 600 (D.C. Cir. 1957); Briehl v. Dulles, 248 F.2d 561 


(D.C. Cir. 1957). 
10 Kent v. Dulles, supra note 2, at 130. 
1111 Stat. 52, 60-61 (1856), 22 U.S.C. § 21la (1952). 
12 Rey. Stat. § 4075 (1874). 
18 44 Stat. 887 (1926), 22 U.S.C. § 21la (1952). 
14 Brief for respondent, p.25, Dayton v. Dulles, 357 U.S. 144 (1958). 
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to depart from or enter, the United States unless he bears a valid pass- 
port.” 45 


It had long been assumed that the issuance of passports was a “dis- 
cretionary act” on the part of the Secretary,’ but the majority of the 
Court, while taking note of this recognized discretion, pointed out that 
“the key to that problem . . . is in the manner in which the Secretary’s 
discretion was exercised, not in the bare fact that he had discretion.” 17 
The Government contended that section 1185 embodied an adoption by 
Congress of a longstanding administrative practice, thereby implicitly 
granting authority for the promulgation of the disputed regulations. The 
Court answered that in actual practice the Secretary’s broad power 
over passport issuance had been exercised narrowly. The cases of re- 
fusal in the past have generally involved persons who did not owe 
allegiance to the United States or applicants who were suspected of 
participating in illegal conduct.'® Since “beliefs and associations” do 
not fall into these two categories, the majority declined to infer from 
the passage of sections 211a and 1185 a congressional intention to give the 
Secretary of State the asserted power. 


In so far as the 1926 Act is concerned, this position is undoubtedly 
of merit, but with respect to the 1952 statute it is something less than 
convincing to pass over refusals to Communists prior to 1952 as “scattered 
rulings” of subordinates in the Department.’® As Justice Clark points 
out in his dissent, there is considerable evidence of security denials 
prior to 1952, and a more satisfactory explanation of the majority de- 
cision would be that the “legislative intent” behind a statute involves only 
an interpretation of the plain language used by Congress. In the absence 
of an unequivocal pronouncement to the contrary, the Court will hesitate 
to impute a purpose to Congress that involves abridgment of an in- 
dividual’s constitutional rights. 

In view of the fact that in the coming session of Congress there will 


15 Act of June 27, 1952, 66 Stat. 190, 8 U.S.C. § 1185(b). Not to be confused with 
§§ 2 and 6 of the Internal Security Act of 1950, 64 Stat. 987, 993 (1950), 50 U.S.C. 
§§ 781, 785 (1952) which make it unlawful, when a Communist organization is 
registered under the act or when there has been a final order of the Subversive 
Activities Control Board requiring such organization to register, for any member 
having knowledge of such registry to apply for a passport. Unfortunately the Board 
has not yet registered the Communist Party. See Communist Party v. Subversive 
Activities Control Board, 254 F.2d 314 (D.C. Cir. 1958). 

16 Shachtman v. Dulles, 225 F.2d 938, 942 (D.C. Cir. 1955); See also 3 Hack- 
worTH, Dicest oF INTERNATIONAL LAw 498 (1942), 9 Ops. Atrn’y Gen. 350, 352 
(1859), 13 Ops. Atrn’y Gen. 89, 92 (1869). 

17 Kent v. Dulles, supra note 2, at 125. 

18 3 HACKwortTH, op. cit. supra note 16, § 268. 


19 Kent v. Dulles, supra note 2, at 128. The dissenters criticised the Court for 
looking to the legislative intent behind the 1926 statute in passing on the 1952 act, 
supra at 138. 
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probably be some legislative action to fill the void created by Kent v. 
Dulles, the language of Mr. Justice Douglas with regard to the “right 
to travel” should become the most significant aspect of the case. Even 
though the case was decided on non-constitutional issues, it was thought 
necessary at the outset to establish that “the right to travel is a part 
of the ‘liberty’ of which the citizen cannot be deprived without the 
due process of law of the Fifth Amendment.” *° It is arguable that 
without such a right the regulations could have been sustained without 
additional statutory sanction. The Government conceded the existence 
of a “natural” or “constitutional” right to enter or depart the country, 
as defined in Shachtman v. Dulles,?+ but noted that that same court held 
the right to travel to be “subject to the rights of others and to reasonable 
regulation under [the] law.” 2 In postulating, for the first time, that 
“liberty” encompasses freedom of movement beyond the territorial 
limits of the United States, the Court did not base its holding on any 
specific authority but referred to an early expression of this ideal in the 
Magna Carta, to cases related to intra-territorial travel and to various 
commentators.”* 


B. Dayton v. Dulles 


Weldon Bruce Dayton applied for a passport in March, 1954, to 
enable him to travel to India in order to accept a post as research 
physicist at the Tata Institute of Fundamental Research in Bombay. In 
April, 1954, Dayton was informed that his passport was being denied 
because the Secretary felt that his travel abroad “would be contrary 
to the best interests of the United States. . . .”24 Unlike Kent and 
Briehl, Dayton executed an affidavit that stated, inter alia, that he was not 
then nor had he ever been a member of the Communist Party. The 


20 Kent v. Dulles, supra note 2, at 125. 

21 225 F.2d 938 (D.C. Cir. 1955). 

22 Td. at 941. 

23 Article 42 of the Great Charter as signed by King John provided: 


It shall be lawful to any person, for the future, to go out of our kingdom, 
and to return, safely and securely, by land or by water, saving his allegiance 
to us, unless it be in time of war, for some short space, for the common good 
of the kingdom; excepting prisoners and outlaws, according to the laws of the 
land, and of the people of the nation at war against us, and Merchants who 
shall be treated as it is said above. 


This provision did not survive John. It was omitted from the confirmation of the 
Charter in 1217 and the definitive proclamation by Henry III in 1225 that is the 
Charter’s present statutory form. Stussps, SELEcT CHARTERS 298 (8th ed. 1895). See 
also Note, 41 Geo. L.J. 63 (1952). Closely analogous is the undisputed right to travel 
from state to state. See Williams v. Fears, 179 U.S. 270, 274 (1900). This right 
was first enunciated in Article IV of the Articles of Confederation of 1781. 


24 Dayton v. Dulles, 357 U.S. 144, 145 (1958). 
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applicant was nevertheless informed that on the basis of confidential 
information which the Department was unwilling to disclose to him, 
it. was still contrary to the country’s “interests” to grant his request. 
A subsequent letter from the Passport Office informed Dayton that the 
determining factor in the Department’s action was his “alleged” associa- 
tion with persons “suspected” of having been involved in the Rosenberg 
espionage ring. Dayton then filed an appeal with the Board of Passport 
Appeals and, pursuant to section 51.1627° of the regulations, he re- 
quested additional information with regard to the charges made against 
him. He received little additional information as to the source of these 
adverse allegations, but the Department was more specific as to the de- 
tails of his suspected associations.** During the hearing Dayton was told 
that the Board was also considering a confidential file composed of re- 
ports from various other Government agencies.** On the basis of the 
Board’s recommendation the Secretary denied the application on the 
authority of section 51.135 of the regulations.2® The District Court 
affirmed the Secretary’s action,” but the Court of Appeals reversed.*° 
The Secretary, on remand, again denied Dayton’s application without 
further hearing under section 51.135(c)** but did file a written document 
containing the reasons for his action.*2 The District Court again af- 
firmed,?* and this time the Court of Appeals concurred by a divided 
vote.** The Supreme Court reversed on the grounds of Kent v. Dulles.®® 


The Dayton case is important in that the procedures which the State 
Department followed raise serious constitutional issues which were 
avoided by disposing of both cases on the finding that the regulations 
were illegal. Due to the fact that the proposed legislation to some extent 
codifies the now defunct regulations, any discussion concerning the 
effect of such proposals must be viewed in the light of Mr. Justice 
Douglas’ warning that “we would be faced with important constitutional 


2522 C.F.R. § 51.162 (1958). 
26 Dayton v. Dulles, supra note 24, at 147. 


27.The Regulations provide for the use of confidential information by the Board 
but state that the inability of an applicant to meet such evidence should be considered 
in the final decision. 22 C.F.R. § 51.170 (1958). 

28 22 C.F.R. § 51.135, supra note 6. 

29 Unreported opinion. 

80 Dayton v. Dulles, 237 F.2d 43 (D.C. Cir. 1956). Reversal was based on that 
court’s previous holding in Boudin v. Dulles, 235 F.2d 532 (D.C. Cir. 1956), that 
a passport denial should specify the regulations upon which it rests with specific 
findings of fact. 

$122 C.F.R. § 51.135 (1958), supra note 6. 

82 Dayton v. Dulles, supra note 24, at 150. 

88 Dayton v. Dulles, 146 F. Supp. 876 (D.D.C. 1956). 

84 Dayton v. Dulles, 254 F.2d 71 (D.C. Cir. 1958). 

35 357 U.S. 116 (1958). 
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questions were we to hold that Congress by section 1185 and section 
211a had given the Secretary authority to withhold passports to citizens 
because of their beliefs or associations.” °* 

A great deal has been written in recent years concerning the consti- 
tutional right to travel abroad, established in the Kent and Dayton cases, 
and there appears to be no reason to resume the debate here. The great 
problem now facing both Congress and the Secretary of State is the 
formulation of reasonable restrictions in the passport area that will stand 
up under the most rigorous application of the requirements of due 
process. 


Ill. THe ADMINISTRATION BILL 


The Administration introduced a bill late in the second session of 
the 85th Congress which was designed to establish the authority of 
the Secretary of State to deny passports under certain prescribed circum- 
stances.37 


Section 103 provides that no passport shall be issued to: 


(6) Persons as to whom it is determined upon substantial grounds 
that their activities or presence abroad or their possession of a 

port would (i) be in violation of any law of the United States ... 
(ii) seriously impair the conduct of the foreign relations of the 
United States; or (iii) be inimical to the security of the United 
States. (Emphasis added.) 


Section 104(a) makes a finding that the international Communist 
movement “seeks everywhere to thwart United States policy” and con- 
stitutes a “grave peril to the security of the United States.” ** Section 
104(b) further provides that in determining whether a person is within 
section 103 (6) (ii) or (iii), the Secretary shall consider as material: 


36 Jd. at 130. 
87S. 4110, H.R. 13318, 85th Cong., 2d Sess. (1958). 
38 Section 104(a) provides: 


The Congress finds that the international Communist movement seeks every- 
where to thwart United States policy, to influence foreign governments and 
peoples against the United States, and by every means, including violence, to 
weaken the United States and ultimately to bring it under Communist domina- 
tion; that the activities of the international Communist movement constitute a 
grave peril to the security of the United States; that the issuance of a passport 
to any applicant described in section 104(b) facilitates the travel of such 
person to and in foreign countries and presumptively supports the activities 
and operations of the international Communist movement; and that, in view of 
the unbroken history of the fraudulent use of United States passports by 
supporters of the international Communist movement, the mere possession of 
a passport by a person described in section 104(b) presumptively lends sup- 
port to the activities and operations of the international Communist movement. 
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whether the applicant is'a person who, whether or not a member 
or former member of, or affiliated with, the Communist Party, 
knowingly engages or has engaged, within ten years prior to filing 
the passport application, in activities in furtherance of the inter- 
national Communist movement. (Emphasis added.) 


Section 104(d) provides that: 


each applicant . . . shall be required to state whether he is, or has 
been within ten years prior to verifying the application, a member 
of the Communist Party or a supporter of the international Com- 
munist movement. (Emphasis added.) 


Since it is settled law today that “the right to travel is a part of 
the ‘liberty’ of which the citizen cannot be deprived without due 
process of law,” *® the italicized sections of the Administration bill, 
if enacted by Congress, seem destined to raise questions of substantive 
due process. The fundamental issue will be whether explicit Con- 
gressional authorization of such controls on travel is constitutional 
—an issue not yet reached in the cases. The Court left this problem 
open, pointing out that restrictions on freedom of movement in the 
past had been allowed only on a showing of “the gravest imminent 
danger to the public safety.” #° The Court also stressed that in Kore- 
matsu v. United States, where citizens of Japanese extraction were 
summarily moved from sensitive areas, Congress and the President moved 
in coordinated action, and that the Nation was then at war, saying 
that no such condition currently exists and that no such showing of 
extremity or of joint action by the Chief Executive and Congress had 
been made.‘ The Court stated further that if personal liberty is to 
be regulated, it must be pursuant to the lawmaking functions of Con- 
gress,** and that if that power is delegated, the standards must be ade- 
quate to pass scrutiny by the accepted tests.*4 

However, there may prove to be a conflict among the members of 
the majority, for the Court goes on to say that the Internal Security 


Act of 1950 is the only law which Congress has passed expressly 


89 Kent v. Dulles, 357 U.S. 116, 125 (1958). 

40 Jd. at 128. 

41 323 U.S. 214 (1944). 

42 Kent v. Dulles, supra note 39, at 128. 

43 Id. at 129, at which point the Court cites Youngstown Sheet & Tube Co. v. 
Sawyer, 343 U.S. 579 (1952). 

44 Kent v. Dulles, supra note 39, at 129, at which point the Court cites Panama Ref. 
Co. v. Ryan, 293 U.S. 388 (1935). 

45 64 Stat. 987, 993, 50 U.S.C. §§ 781, 785 (1952). 








-—_ 


EDITORIAL NOTES 85 


curtailing the movement of Communists across our borders. Mr. 
Justice Douglas, writing for the majority, gives no indication that 
this law would be invalid but merely observes that this law has 
not yet become effective, and, 


it would therefore be strange to infer that pending the effectiveness 
of that law, the Secretary has been silently granted by Congress 
the larger, the more pervasive power to pee in his discretion the 
free movement of citizens in order to satisfy himself about their 
beliefs and associations.**® 


When the issue is finally presented, a change in the composition of the 
Court or the change of vote by a single Justice could result in a con- 
trary decision.*7 Whatever the outcome, the decision will be an im- 
portant part of the definition of due process in American jurisprudence, 
for the Supreme Court will be called upon to decide the following 
questions: 1) whether Congress has the power to institute travel controls, 
2) whether the specific delegation of travel controls is proper, and 3) 


whether the procedures adopted to carry out the delegation are reason- 
able. 


A. Congress May Establish Travel Controls 


Congress has the power to make “all laws which shall be necessary 
and proper” for the carrying into execution not only its own powers, 
but all the powers of the government of the United States and of any 
department or officer thereof. The theory appears to be that the bill 
is based on the exercise of the defense and war powers of Congress, 
which tends to support the validity, whether during time of actual war or 
of national emergency, of travel control statutes. 

Historically, passports have been denied criminals and those who did 
not owe allegiance to the sovereign.*° Shachtman v. Dulles stated the 
proposition that the right to travel, although a natural right, was subject 
to reasonable regulation under law. Freedom of travel has been abridged 
during periods of national emergency in the past." In view of world 
conditions, in conjunction with the fact that self-preservation is a high 





46 Kent v. Dulles, supra note 39, at 130. 

47 See Wolf v. Colorado, 338 U.S. 25, 33 (1949), where Mr. Justice Frankfurter 
suggests that “the respect to be accorded the legislative judgment” might require 
reversal of an opinion rendered on a Constitutional issue prior to expression of such 
judgment by Congress. 

48 U.S. Const. art. I, § 8. 

49 3 HackwortH, Dicest oF INTERNATIONAL Law 498 (1942). 

50 225 F.2d 938, 941 (D.C. Cir. 1955). 

51 E.g., Act of May 22, 1918, ch. 81, 40 Stat. 559. 
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prerogative of any sovereign, and peculiarly so of the federal govern- 
ment established by the Constitution as an instrument for the protection 
of the security of the people of the United States,®* some degree of pass- 
port control is reasonable at this time. 

Travel controls, however, are justifiable only if they secure a legitimate 
government objective which cannot properly be accomplished in an- 
other way; this much is conceded by the Government.** That objective 
is to prevent the departure and entry of citizens when such departure 
or entry is reasonably likely to be inimical to the national safety. The 
relevant national interest is that of guarding the nation from the internal 
and external threats posed by the international Communist movement. 
Congress and the Administration have concluded that Communism is a 
foreign and domestic enemy. The United States deals with the domestic 
aspect of Communism by criminal process; it can only deal with its ex- 
ternal aspect by exit control. Despite risks of maladministration, which 
can be controlled by the courts, this country seems justified in denying 
passports to persons whose journey abroad is presumptively in further- 
ance of the Communist conspiracy. 

The Communist movement itself considers travel, and, in particular, the 
American passport, to be of basic importance in its activities.°° It may 
be that limitations upon the travel of Communist adherents are not 
absolutely indispensable to combat the threat in this country. “But be- 
cause it is not indispensable does not mean that it is not desirable or 
permissible.” °¢ It is unlikely that the courts will overrule the collective 
judgment of the political branches that the Communist movement re- 
mains a serious internal and external threat.’ It may even be argued 
that since the American Communist movement, as a part of the Com- 
munist International, is directed from and subordinate to Moscow, Com- 
munists in the United States do not owe their allegiance to the United 
States and could be denied passports on that ground.®* This in turn 


52 Communist Party v. Subversive Activities Control Board, 223 F.2d 531, 543 
(D.C. Cir.), rev’d on other grounds, 351 U.S. 115 (1956). 

53 Brief for Respondent, p. 44, Dayton v. Dulles, 357 U.S. 144 (1958). 

54S. 4110, H.R. 13318, 85th Cong., 2d Sess. (1958), establishes a presumption 
that supporters of the international Communist movement who go abroad do so in 
furtherance of that movement. 

55 Hearings on Communist Use and Abuse of United States Passports before the 
Subcommittee to Investigate the Administration of the Internal Security Act and 
other Internal Security Laws of the Senate Committee on the Judiciary, 85th Cong., 2d 
Sess. 13 (1958). 

56 United Public Workers v. Mitchel, 330 U.S. 75, 100 (1947). 

57 Cf. Harisiades v. Shaughnessy, 342 U.S. 580, 590 (1952) ; Ludecke v. Watkins, 
335 U.S. 160, 167-170 (1948). 

58 See Internal Security Act of 1950, § 2(9), 64 Stat. 987, 50 U.S.C, 781 (1952) 
which states: “In the United States those individuals who knowingly and willfully 
participate in the world Communist movement, when they so participate, in effect 
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raises the question of categories and adequacy of standards which will 
be more fully considered later. It is worth noting that the Court in the 
instant case, by holding that Congress had not, by sections 1185 and 
211(a), given the Secretary authority to withhold passports, virtually 
invited Congress to pass a travel control statute of some type, thus im- 
plying that such a statute would not, per se, be beyond its authority. 
“It is competent for Congress to choose for itself the places where 
emergency precautions shall be applied and our judgment must be ap- 
plied to the legislation as enacted.” °° 


B. Substantive Due Process and the Delegation of Authority 


A substantial reason for giving broad powers and a great deal of 
discretion to the Secretary is that world conditions, and those in par- 
ticular areas, as to which the Executive has special information and on 
the basis of which he is especially qualified to make decisions, bear upon 
the questions of whether certain passports should be denied. A large 
residuum of discretion is left with the Secretary in that he is the one 
who determines whether the possession of a passport by a given ap- 
plicant would seriously impair the conduct of foreign relations or be 
inimical to the security of the United States, or whether the applicant 
has engaged in activities in furtherance of the international Communist 
movement.®° These tests are very broad and necessarily require the 
Secretary to promulgate regulations to carry the general policy of the 
bill into effect. In fact, the bill would permit the Secretary to prescribe 
rules virtually identical to those recently struck down by the Supreme 
Court as having no valid legislative basis. 


The legislature has always been acknowledged to have the right to 
pass laws delegating a considerable measure of choice or discretion as 
to the actual content and application of the law.*! “Congress legislated 
on the subject as far as was reasonably practicable, and from the neces- 
sities of the case was compelled to leave to executive officials the duty 
of bringing about the result pointed out by the statute.” ® 


A preliminary issue which must be faced is whether a criterion such 
as membership in the Communist Party is a valid ground for denial of 
a right or privilege. If so, applicants can be required to state whether 


repudiate their allegiance to the United States, and in effect transfer their allegiance 
to the foreign country in which is vested the direction and control of the world 
Communist movement.” 

59 Parker v. Lester, 227 F.2d 708, 721 (9th Cir. 1955). 

60 Bill cited note 37 supra, $$ 103, 104(b). 

61 Buttfield v. Stranahan, 192 U.S. 470, 496 (1904). 

62 Ibid. 
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or not that criterion is applicable to them.®* This raises questions in the 
area of freedom of speech and association embodied in the First Amend- 
ment. 

The bill does not expressly state that membership in the Communist 
Party, in and of itself, will preclude an applicant from obtaining a pass- 
port. It is merely one of the factors which the Secretary shall consider 
as material. The Circuit Court in the Briebl case said that there is an: 


underlying premise . . . that Communist membership or affiliation 
is a matter of politics, an issue of political affiliation . . . a political 
test, and thus is subject to the same rules which apply to political 
beliefs generally. But it is not so. The Communist organization 
and program have long since passed beyond the area of mere 
politics and mere political opinion. All three branches of the Federal 
Government . . . have declared unequivocally that the Communist 
movement today is an international conspiracy aimed at world 
domination and a threat to the internal security of this country. 
The foreign policy and a large part of the fiscal policy of the 
Government are based upon that proposition. 


The constitutional right to free expression of opinion ceases at the point 
where there is a clear and present danger to the government. 

As a general proposition, First Amendment rights are not violated by 
the denial of a passport on grounds of Communist activity.** Congress 
may control First Amendment rights in circumstances where the gravity 
and imminence of the evil justify such invasion as is necessary to avoid 
the danger.** However, mere belief or association is not sufficient for 
a valid denial. Although the reasonableness of classification in relation 
to the Fifth Amendment should be the proper area for attack in cases 
which arise under this bill, it is inevitable that the First Amendment, in 
some extended form, will be argued. 

In Galvan v. Press,®* the Court quoted a finding similar to that of sec- 
tion 104(a) of the bill under consideration and said: “Certainly, we can- 
not say that this classification by Congress is so baseless as to be violative 
of due process and therefore beyond the power of Congress.” American 





63 American Communications Ass’n v. Douds, 339 U.S. 382 (1950); Garner v. 
Los Angeles Board, 341 U.S. 716 (1951). 
¢ = v. Dulles, 248 F.2d 561, 565, rev'd sub nom., Kent v. Dulles, 357 U.S. 116 

1 ‘ 

85 Dennis v. United States, 341 U.S. 494 (1951). 

66 Communist Party v. Subversive Activities Control Board, 223 F.2d 531 (D.C. 
Cir.), rev'd on other grounds, 351 U.S. 115 (1956). 

67 Dennis v. United States, supra note 65, at 510. 

88 347 U.S. 522, 529 (1954). 
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Communications Ass’n v. Douds® upheld the statutory requirement that 
a person must swear that he is not a member of the Communist Party 
before he can avail himself or his organization of the processes of the 
National Labor Relations Board. 


The inquiry must turn to whether the impingement of a right is 
reasonable and whether the danger to national security is of such char- 
acter and magnitude that the ancient and generally accepted rights en- 
visioned by the Fifth Amendment may be decreased in scope relative 
to the danger present.”° “We think it clear that the screening of persons 
who are security risks is permissible as a matter of substantive due 
process.” 7! A United States passport has come to mean that the re- 
cipient is held out to foreign governments as a person who can be pro- 
tected in certain ways. It appears to be a reasonable proposition that the 
government may validly decline to confer its diplomatic protection upon, 
and to request foreign governments to give aid and protection to, mem- 
bers of an organization operating primarily to achieve Communistic 
ends. Surely a government owes no duty of protection to those who seek 
its overthrow. 

The greatest single problem of substantive due process in the Ad- 
ministration bill is whether the tests employed are unconstitutional be- 
cause they are unreasonably vague. There is little in the way of a 
standard of conduct or guide as to what might “seriously impair” the 
foreign relations of the Nation, or what is or is not “inimical to the 
security.” 

The standards must meet the reasonable certainty of due process 
criteria; that is, they must furnish a meaningful guide for a citizen who 
wishes to maintain his liberty of travel and afford a basis for intelligent 
review by the courts. The formulae used in section 103 (6) raise ques- 
tions of how an individual will know definitely what conduct will 
render him ineligible for a passport. “A statute which either forbids or 
requires the doing of an act in terms so vague and indefinite that men 
of common intelligence must necessarily guess at its meaning and differ 
as to its application violates the first essential of due process of law.” 

The fact that this is not a criminal statute is immaterial since where 
a fundamental liberty is involved, ambiguous criteria are still constitution- 
ally objectionable. The specific purpose of Congress in establishing 


administrative, as opposed to penal, control of foreign travel must be 


69 339 U.S. 382 (1950). 
70 Parker v. Lester, 227 F.2d 708, 717 (9th Cir. 1955). 
71 Id. at 718. 


72 Connally v. General Construction Co., 269 U.S. 385, 391 (1926); Cline v. 
Frink Dairy Co., 274 U.S. 445, 459 (1927). 
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borne in mind. Where the quantum of proof, though persuasive, does 
not meet the stringent standards for criminal convictions; or where the 
evidence may not, consistent with the national interest, be placed in an 
open record; or where the problem is future conduct rather than past 
conduct, the travel control power, as distinguished from the power to 
punish for past criminal activity, would perform its function. It 
would make possible the imposition of restraints upon the individual 
which, while they could be imposed by the Government under standards 
less stringent than those of a criminal prosecution, would be at the same 
time qualitatively less severe than the restraints which result from a 
criminal conviction. However, if the Court extends the quantum and 
kind of proof necessary in a criminal action into this area of administra- 
tive law, it will be a step which may be disadvantageous both to the 
passport applicant and to the Nation. 

The purpose of the bill is to assure that persons who travel abroad 
will not further the Communist movement to the detriment of the 
security of the United States. In the context of the bill, “security” 
means both the internal and external security of the United States. 


The administration bill contains no provision for passport denial solely 
because issuance would be contrary to public interest but general stand- 
ards such as “security” and “public interest” are closely analogous. Stand- 
ards of “public interest” have been upheld in various contexts."* How- 
ever, a finding by the Secretary that issuance of a passport would be 
inimical to the security of this country would differ from a finding by 
the FCC denying a broadcasting license as not in the “public interest” 
in that the liberty involved in the former is personal whereas in the latter 
it is commercial. Personal liberties are more broadly protected in the 
Constitution, and, historically, have been more zealously guarded by the 
courts. 

On the other hand, the FCC received its power to act under a broad 
legislative mandate somewhat similar to the passport bill and then pro- 
ceeded to attach a body of regulations to the skeleton of legislation. This 
same process will have occurred by the time the passport bill is judicially 
tested. The case will not arise in a vacuum; the congressional hearings, 
the administrative regulations promulgated by the Secretary, and the 
factual situation of the case itself will all serve to limit the decision handed 
down. There is a line between legislation that is too vague, and that 
which can be saved in this manner. Although it seems probable that 
were the bill alone tested, it would be found wanting as to definite 


73 E.g., New York Central Securities Corp. v. United States, 287 U.S. 12, 24 
(1932) ; United States v. Chemical Foundation, 272 U.S. 1 (1926); Avent v. United 
States, 266 U.S. 127 (1924). 
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standards susceptible of clear interpretation, if the regulations promul- 
gated by the Secretary are drawn clearly and unambiguously, and ap- 
plied fairly, the bill will have a far better chance of being upheld. 


The phrase, “activities in furtherance of the international Communist 
movement,” in section 104(b) appears somewhat troublesome. This 
standard is made applicable without regard to formal membership or past 
membership in the Communist Party. The terms “un-American” and 
“subversive propaganda” were viewed as eluding definition in Watkins 
v. United States,"* and the term “sympathizer” in relation to testimony 
with respect to “Communism or Communist interest” was held so vague 
as to void an indictment for perjury in United States v. Lattimore.™ 
However, it seems that the term “the international Communist move- 
ment” will survive an attack as to vagueness. The words “Communist 
movement” were discussed in Galvan v. Press™® wherein the Supreme 
Court said: 


On the basis of extensive investigation Congress made many find- 
ings [in the Internal Security Act of 1950] including that in sec- 
tion 2(1) of the Act that the “Communist movement”... is a 
world-wide revolutionary movement whose purpose it is, by treach- 
ery, deceit, infiltration into other groups . . . espionage, sabotage, 
terrorism, and any other means deemed necessary, to establish a 
Communist totalitarian dictatorship. . . . 


To say that the term “Communist movement” is no more meaningful 
than “un-American” or “subversive propaganda” would be to ignore 
the ordinary use of English terms and Congressional definitions recog- 
nized by the federal courts throughout the land.” 

The bill merely says that the Secretary “shall consider as material” 
whether the applicant has within the past ten years knowingly engaged 
in the furtherance of the international Communist movement. This is 
less vague than if the Secretary could deny a passport if he merely “has 
reason to believe” that the individual had engaged in such activities. 
The wording of the bill avoids two pitfalls. First, it does not make such 
activity an absolute prohibition against granting a passport, so that there 
is no general restriction where there is the opportunity for deciding the 
applications on a case by case method. It has been said that “due process 
is not afforded in peace-time by applying to an individual case the 
general restriction referred to when there is opportunity for a particular 


74 354 U.S. 178, 202, 214 (1957). 

75 215 F.2d 847, 849 (D.C. Cir. 1954). 

76 347 U.S. 522, 529 (1954). 

77 Brief for Respondent, pp. 48-49, Dayton v. Dulles, 357 U.S. 144 (1958). 
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judgment.” ** The exigencies of the situation do not require a blanket 
judgment. 

Secondly, the findings of the Secretary are to be read not only in their 
external context, but as a whole, including the finding of scienter and 
wilfullness. It must be remembered that these findings relate to present 
intent and future activities which may be engaged in, not to past activities 
which by their nature are objective facts, either existent or non-existent. 
In this speculative area the Secretary cannot specify particular activities 
in which he believes the applicant will engage in abroad in order to 
justify his findings as to the applicant’s purpose. The findings considered 
in section 104(b) are only part of the total findings from which the 
Secretary determines whether travel abroad would be inimical to the 
security of the United States. 

Activities “in furtherance” of the Communist movement lends a final 
note of ambiguity to the phrase as used in the bill. This does not seem 
to be any more specific than “follower of the Communist line” and 
“promoter of Communist interest” which were held vague at the Dis- 
trict Court level in the Lattimore case."*° The government reveals the 
weakness of its answer to this charge by saying only that “the demands 
and limitations of a criminal perjury case are far different from those 
for administrative regulation, and the criteria for validity vary accord- 
ingly.” ®° On the other hand, it may be argued that when the word 
“furtherance” is read in context of “knowingly engages in activities in 
furtherance of the international Communist movement,” its meaning 
becomes more clear. It would seem better to avoid the use of the word 
“furtherance” altogether and substitute therefore “activities deliberately, 
intentionally, and purposefully to promote, aid, help, and render as- 
sistance to the Communist movement.” 

A “supporter of” the international Communist movement as covered 
in section 104(d) rests on equally weak grounds. The meaning can be 
made more clear by reading it in its immediate and legal context with 
section 104(b) and in light of the findings of section 104(a). However, 
grave doubts remain as to whether this provides the type of definitive 
conduct that can be made the basis of review in court. 

The broad language in section 103 (6) (ii) and (iii) may also be 
troublesome. This will be minimized, however, by considering it to be 
merely a statement of policy and not a positive test that will be applied 


78 Briehl v. Dulles, 248 F.2d 561, 599 (D.C. Cir. 1957) (dissent), rev'd sub nom., 
Kent v. Dulles, 357 U.S. 116 (1958). 

79 United States v. Lattimore, 112 F.Supp. 507 (D.D.C. 1953), aff'd (in part), 
215 F.2d 847 (D.C. Cir. 1954). 

80 Brief for Respondent, p. 49, Dayton v. Dulles, supra note 77. No citation or 
authority was given for this point. 
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to an applicant. This section has no meaning separate from section 104 
and will, of necessity, be read in conjunction with it. 

Thus it is seen that there are serious problems as to unconstitutional 
vagueness in the bill as it now stands. Certain of them will be remedied 
by administrative promulgation of rules, by judicial interpretation of 
certain words in a restrictive manner, and by the basic factor that the 
facts in the individual cases that finally come before the courts will limit 
and control the application of the bill to a great degree. 


C. Procedural Due Process of Law 


1. Passport Hearing and the Administrative Procedure Act. 


Any statute or bill that provides for an agency hearing must be dis- 
cussed in light of the Administrative Procedure Act before the con- 
stitutional aspects of its procedural requirements may be analyzed. The 
initial determination must be whether the A.P.A. is intended to govern 
the proceedings at all. Section 12 of that act provides in part: “No 
subsequent legislation shall be held to supersede or modify the provisions 
of this Act except to the extent that such legislation shall do so express- 
ly.” 8! Unlike other bills*? introduced soon after the decision in Kent v. 
Dulles, the administration’s proposed Passport Act does not expressly 
exempt proceedings before the hearing board from the A.P.A. 

The bill provides for the use of confidential information by the Board 
in reaching its conclusion as to whether a passport should issue.** This 
is in conflict with section 7(c) of the Administrative Procedure Act 
which gives every party the right to conduct “such cross examination as 
may be required for a full and true disclosure of the facts.” ** Further- 


81 60 Stat. 244 (1946), 5 U.S.C. § 1011 (1952). 


82S. 4065, H.R. 12989, 85th Cong. 2d Sess. (1958) would amend the A.P.A. by 
adding a new section entitled “Passport Review Procedure” with that section ex- 
pressly governing over the A.P.A. where the two conflict. 

In the last days of the 85th Congress, the House passed H.R. 13760 which provides 
that, after a hearing, 


The Secretary of State is authorized to deny a passport to any person who is 
a member or former member of, or affiliated with, the Communist Party, or 
who knowingly engages or has engaged, since 1948, in activities intended to 
further the international Communist movement, as to whom it is determined 
that his or her activities or presence abroad would under the findings made in 
section 5 be harmful to the security of the United States. 


Be. _ 85th Cong., 2d Sess. § 6 (1958); H.R. Rep. No. 2684, 85th Cong., 2d 
ess. (1958). 

The bill would require a hearing pursuant to the A.P.A. but would otherwise ac- 
complish many of the same objectives of the Administration bill. Inasmuch as the 
A.P.A. and passport proceedings are incompatible with regard to the use of confi- 
dential information, this bill would undoubtedly provoke much litigation. 

83 S. 4110, H.R. 13318, 85th Cong. 2d Sess. § 302(b) (1958). 


84 60 Stat. 241 (1946), 5 U.S.C. § 1006 (1952). 
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more, the use of additional confidential information by the Secretary 
of State when he makes his final decision, as provided by section 303,%5 
is in direct conflict with section 7(d) of the A.P.A.8¢ While it is 
arguable that the “foreign affairs” exception to the A.P.A.§* would ex- 
clude passport proceedings from the more exacting requirements of that 
Act, this contention has already been rejected by a lower court.** The 
courts are not willing to accept an unsubstantiated allegation by the 
Secretary that the issuance of a passport is the conduct of the executive’s 
foreign affairs function. In the absence of a more definitive showing 
that passports affect relations with other governments, it would seem to 
be an untenable position. 


Because the bill specifically creates a passport hearing board within the 
Department, it should be construed as intended to circumvent any pro- 
cedural conflict with the A.P.A., which contains its own standard for 
the establishment of such bodies. Section 301 of the bill provides: 


There shall be established within the Department of State a Pass- 
port Hearing Board consisting of three officers of the Department 
to be designated by the Secretary of State. This Board shall have 
jurisdiction in all cases wherein a hearing is requested in writing 
within thirty days after notification of the denial, revocation, or 
restriction of a passport, except in cases of action taken by reason 
of noncitizenship or geographical restrictions of general applicabili- 


ty.% 


Section 301 should be sufficient to take the passport proceedings out 
of the operation of the Administrative Procedure Act, in so far as the 
two conflict, because of an exception to the latter found in section 7(a), 
which reads as follows: 


. . . nothing in this act shall be deemed to supersede the conduct 
of specified classes of proceedings in whole or in part by or before 
boards or other officers specially provided for by or designated pur- 
suant to statute.® (Emphasis added.) 


85 Supra note 83, § 303. 

86 60 Stat. 241 (1946), 5 U.S.C. § 1006 (1952). § 7(d) provides in part that “the 
transcript of testimony and exhibits . . . shall constitute the exclusive record for 
decision in accordance with section 8... .” 

87 60 Stat. 239 (1946), 5 U.S.C..§ 1004 (1952). 

88 Dayton v. Dulles, 254 F.2d 71, 76 (D.C. Cir. 1957), rev'd on other grounds 
357 U.S. 144 (1958). 

89 Supra note 83, § 301. 

9060 Stat. 241 (1946), 5 U.S.C. § 1006 (1952); See Marcello v. Bonds, 349 U.S. 
302 ho Wong Yang Sung v. McGrath, 339 U.S. 33, 53 (1950) (Reed, J., dis- 
senting ). 
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2. Confrontation in Passport Proceedings 


One of the most perplexing problems facing the Government in 
recent years has been the justification of “evidence” secretly disclosed 
to a hearing tribunal.®* Even the most severe critic of this practice has 
noted that “the problems of security are real. So are the problems of 
freedom. The paramount issue of the age is to reconcile the two.” % 
The Supreme Court has not yet passed on the question of permissible 
reliance upon secret information in a passport case. The Court has 
laid down helpful guideposts in various fields, but for the most part 
consideration of these cases has been taken on an ad hoc basis with no 
resultant general rule.®* One conclusion which may be drawn from the 
cases is that there is an underlying premise that individual rights must 
be extended as far as possible. 

Section 302(a) of the Administration bill provides a minimum of pro- 
cedural rights to be accorded applicants who appear before the Board, 
including the right to cross-examine adverse witnesses.*%* This right to 
cross-examine is then limited by section 302(b), which allows the Board 
to consider both oral and documentary evidence without making it a 
part of the open record, 


in order to protect information, sources of information and in- 
vestigative methods, disclosure of which would have a substantially 
adverse effect upon the national security or the conduct of foreign 
relations. .. . 


Use of secret evidence is not confined to the initial hearing. The 
Board makes its written findings, conclusions and recommendations to 
the Secretary for his final determination. Section 303 then provides that: 


If the Secretary deems it necessary in the interests of national 
security or the conduct of foreign relations, and so certifies, he 


91To the effect that “evidence”, in our jurisprudence, does not include such 
information, see Bailey v. Richardson, 182 F.2d 46, 51 (D.C. Cir. 1950), aff'd per 
curiam 341 U.S. 918 (1951). 
92 Joint Anti-Fascist Refugee Committee v. McGrath, 341 U.S. 123, 174 (1951) 
(Douglas, J., concurring). 
93 See Roviaro v. United States, 353 U.S. 53, 62 (1957). 
94 Section 302(a) provides: : : 
The Secretary shall establish and make public rules which shall accord to 
the individual in proceedings before the Board the following rights: 
(1) To appear in person and to be represented by counsel ; ; 
(2) To testify in his own behalf, present witnesses and offer other evidence ; 
(3) To cross-examine witnesses appearing against him at any hearing at 
which he or his counsel is present and to examine all other evidence which is 
made a part of the open record ; 
(4) To examine a copy of the transcript of the proceedings or to be 
furnished a copy upon request. S. 4110, H.R. 13318, 85th Cong. 2d Sess. (1958). 
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may also consider additional information, available to him as Sec- 
retary of State, which cannot be made known to the individual, 
either by résumé or otherwise. 


In the past the State Department has consistently founded its passport 
denials in the subversive area on confidential information. The most 
compelling reason is that investigative sources tend to become un- 
available once it is known that the identities of undercover agents and 
other informers will be disclosed in an open hearing.®* This is precisely 
the situation that critics of the secret dossier find most repulsive. Their 
criticism is not without merit, because the closed record is beyond ef- 
fective cross-examination. Without the names of his accusers an in- 
nocent applicant finds himself in an impossible situation. The rationaliza- 
tion for this procedure is its noncriminal nature and the fact that some 
faith must be placed in the administrative tribunal to see that loyal citizens 
are not placed in such a position. Not only is there the danger of 
compromising F.B.I. investigative techniques,®* there is the even broader 
implication that disclosure of the State Department’s own confidential 
files could very well prejudice the conduct of United States foreign 
relations.** Notwithstanding these compelling reasons for non-disclosure, 
the consequence of the situation whereby a citizen is deprived of his 
right to travel on the basis of a closed record, in some cases without the 
benefit of a résumé of such evidence, will no doubt lead to an attempt to 
extend the underlying philosophy of Jencks v. United States®* into this 
area of administrative law. 

The Government generally relies on United States v. Curtiss-Wright 
Corp.” and Chicago & Southern Air Lines v. Waterman Steamship 
Corp.’ in substantiating its use of confidential information. Both cases 
are frequently cited for the proposition that the President’s power over 
the conduct of foreign relations is inherent and exclusive. In Chicago 
@& Southern the Court stated: 


The President, both as Commander-in-Chief and as the Nation’s 
organ for foreign affairs, has available intelligence services whose 
reports are not and ought not to be published to the world. It 
would be intolerable that courts, without the relevant information, 
should review and perhaps nullify actions of the Executive taken 





P 95 area. The Federal Employee Loyalty Program, 51 Cotum.L.Rev. 546 
50 (1951). 


96 Jbid. 

97 REpoRT OF THE COMMISSION ON GOVERNMENT Security 495 (1957). 
98 353 U.S. 657 (1957). 

99 299 U.S. 304 (1936). 

100 333 U.S. 103 (1948). 
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on information properly held secret. Nor can courts sit in camera 
in order to be taken into executive confidences. But even if courts 
could require full disclosure, the very nature of executive decisions 
as to foreign policy is political, not judicial.” 


While this broad language has some relevance, the two cases are dis- 
tinguishable from a passport proceeding on the ground that they “in- 
volved commerce, more readily subject to regulation . . . than are the 
inherent rights of individuals.” 1° It is also significant that they did 
not involve individualized fact finding, but a legislative determination 
that resulted in “political judgments” in the foreign affairs area.’ It 
is not at all certain that the incidental effect’ which passports have on 
the conduct of foreign relations would, by itself, validate a denial based 
on undisclosed information. This contention has already been met and 
rejected by the lower courts. Because the Kent case ignored the claim 
that passports involved foreign affairs and held that the Secretary may 
not deny passports without enabling legislation, it would be anomalous to 
say that with such legislation the Secretary could then withhold most of 
the adverse evidence in a particular case because it involved foreign af- 
fairs. However, the role of the foreign affairs function as to procedural 
matters was not settled by Kent. In any event, the analogy to Curtiss- 
Wright can be supported, if at all, only where there is a concerted action 
between the legislative and executive branches of the Government. The 
difficulty would still remain that the use of confidential information by 
either the Board or the Secretary involves the denial of a personal “liber- 
ty,” and not just the promulgation of regulations of general applicability 
concerning vast commercial interests. 

The practice of withholding the sources and details of information has 
not been limited to matters in the foreign affairs area. In civil actions 
against the United States, it is now settled that a plaintiff is not entitled 
to discovery of documents if such disclosure would expose mili or 
state secrets. The Court, in United States v. Reynolds” a civil 
action, recognized decisions in the lower courts’ holding that the 


Government can use its evidentiary privilege in a criminal case only at 


101 Jd. at 111. 

102 Dayton v. Dulles, 254 F.2d 71, 75 (D.C. Cir. 1958). 

108 Gonzales v. United States, 348 U.S. 407, 412 n.4 (1955). 

104 See Jaffe, The Right to Travel: The Passport Problem, 35 ForeicN AFFAIRS 
17, 18 (1956). 

105 See Bauer v. Acheson, 106 F. Supp. 445, 449 (D.D.C. 1952). 

106 United States v. Reynolds, 345 U.S. 1, 10 (1953); Totten v. United States, 92 
U.S. 105 (1875). 

107 345 U.S. 1 (1953). 


108 United States v. Andolschek, 142 F.2d 503 (2d Cir. 1944); United States v. 
Beekman, 155 F.2d 580 (2d Cir. 1946). 
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the price of letting the accused go free. The rationale of the criminal 
cases is that it is unconscionable to allow the Government to undertake 
prosecution and then withhold crucial evidence from the rigor of cross- 
examination.’ This rationale has no application in a civil forum, where 
the United States is a defendant only through the grace of legislative 
permission. In a passport hearing the Government is not the moving 
party. Nevertheless, since a citizen may not travel abroad without his 
passport,!!° the effect of a denial takes on more the air of a criminal 
than of a civil sanction. “[T]he distinction between restrictions to a 
jail, to a city, to a state, or to a nation is merely one of degree.”™"* 


In 1957 there was a significant shift in the Supreme Court’s attitude 
toward the use of confidential files. Jencks v. United States’? placed 
the Court’s imprimatur on the criminal cases referred to in the Reynolds 
decision. Jencks held that in a criminal action a defendant is entitled to 
an order directing the Government to produce, for his inspection, the 
prosecution witness’ written and oral statements made to the Federal 
Bureau of Investigation concerning events about which the witness is 
testifying at the trial. The result of this case is that the Government 
must comply with the order or dismiss its prosecution. Jencks appears 
to be based on the general surpervisory power of the Court over the 
administration of criminal justice in the lower courts, rather than on 
due process grounds.14* However, the lower courts have not limited its 
rationale to criminal proceedings.’™* It is arguable that due process re- 
quires the production of original reports.1’* This question remains open, 
and even though Jencks is clearly distinguishable on its facts from a pass- 
port hearing within the State Department, its underlying rationale of 
basic procedural fairness has an inescapable pertinency to any discussion 
of due process. 


A recent case in the Court of Appeals for the District of Columbia 
furnishes the best illustration of the attitude which Jencks has created 


109 United States v. Reynolds, supra note 107, at 12. 

110 Immigration and Nationality Act, 66 Stat. 163, 190, 8 U.S.C. § 1185 (1952) as 
implemented by Pres. Proc. No. 3004, 67 Stat. c31 (1953). Regulations promulgated 
pursuant to the Proclamation exempt Western Hemisphere travel from the general 
travel limitations. 22 C.F.R. §§ 53.1-53.3 (1958). 

111 Note, Passport Refusals for Political Reasons: Constitutional Issue and Judicial 
Review, 61 Yate L.J. 171, 190 (1952). 

112 353 U.S. 657 (1957). 

113 See 26 Geo. Wasu. L. Rev. 106 (1957) ; cf. McNabb v. United States, 318 U.S. 
332 (1943). 

114 Communist Party v. Subversive Activities Control Board, 254 F.2d 314 (D.C. 
Cir. 1958); cf. United States v. Jacobson, 154 F. Supp. 103 (W.D. Wash. 1957). 

115 Note, 4 Wayne L.Rev. 84, 87 (1957). This theory is based on the Court’s 
~ rea that “Justice requires no less.” Jencks v. United States, supra note 112, at 
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in the lower courts.4® That case involved judicial review of an order 
of the Subversive Activities Control Board. The Communist Party con- 
tended that the order had to be set aside because of the Board’s refusal 
to require production of alleged reports made to the F.B.I. by Govern- 
ment witnesses. Proceedings before the SACB are neither criminal nor 
civil, but an administrative action under the Subversive Activities Control 
Act.47 After noting that the statute described an adjudication as that 
term is used in the Administrative Procedure Act, the court stated: 


If this were a civil action in a court, or if it were a criminal case, 
the Party would be entitled to the production of these reports. The 
question here is whether production is one of the fundamentals 
of fair play required in an administrative proceeding. We think it 
is.118 


The question of disclosure was narrowed due to the fact that the 
Government had not claimed its privilege. Nevertheless, the court held 
that statements made long ago by a witness to the F.B.I., must be dis- 
closed in a hearing before the Board where the party under investigation 
is seeking to impeach the Government’s witness. While the decision 
was not squarely based on the authority of Jencks, the court’s language 
leaves no doubt as to its persuasive effect on their holding: 


We think simple justice, the fundamentals of fair play, require no 
less. The opinion of the Supreme Court in the Jencks case, as we 
read it, is based upon the elementary proposition that the interest 
of the United States is that justice be done. The same elementary 
proposition applies here and leads to the same result.1?® 


Connotations of such phrases as “fair play” and “justice be done” 
leave the strong impression that due process requires as much. While 
the court based its holding on an interpretation of the basic principles 
of fairness found in the Administrative Procedure Act and Rule 34 of 
the Federal Rules of Civil Procedure, the situation would have to be 
solved on due process grounds in cases where these devices have no 
application. 

In another area a lower court has felt compelled by the Jencks case 
to deviate from an earlier rule handed down by the Supreme Court. The 





116 Communist Party v. Subversive Activities Control Board, supra note 114. 


117 Title I of the Internal Security Act of 1950, 64 Stat. 987 (1950), 50 U.S.C. 
§ 781-826 (1952). 


118 Communist Party v. Subversive Activities Control Board, supra note 114, at 327. 
119 Jd. at 328. 
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Court, in United States v. Nugent,'*° held that a conscientious objector 
has no right to see F.B.I. reports pertaining to the good faith and sub- 
stantiality of his claim, and that the Justice Department satisfies its 
duties under the Selective Service Act of 194812! by furnishing him a 
“fair résumé” of such reports. While the applicant’s hearing before the 
Justice Department involves individualized fact finding, the use of con- 
fidential information in such a proceeding was held a valid exercise of 
the “war power.” #2 However, neither the investigation nor the de- 
partmental hearing resulted in more than advisory recommendations to 
the Selective Service Appeal Board. Furthermore, draft exemption is 
a matter of legislative grace. Faced with criminal prosecution of a con- 
scientious objector for refusal to be inducted into the armed services, 
a District Court in Washington shed considerable light on the Jencks case. 


It may be argued that the Nugent decisialt becomes meaningless. 
if the Department of Justice can be required to Yeas any at the 
trial stage reports which are protected at the classification hearing 
stage. However, in view of the shift in attitude in the Supreme 
Court between the Nugent and Jencks decisions, there is consider- 
able question whether Nugent would not be overruled were the 
problem to arise again.’ 


The court then applied the concept of “justice” announced in Jencks 
and required the production of the original F.B.I. reports in their en- 
tirety. Even if the Court lets Nugent stand as the law, the Selective Serv- 
ice Cases may be distinguished from passport procedures in that the 
Secretary’s order under section 303 is final, and when the order is based 
on a closed record, a reviewing court is bound to accept the résumé 
or certification by the Secretary or Hearing Board that the findings are 
supported by the evidence.1** Moreover, reliance on cases where the 
burden of proof is on the applicant to show that he is entitled to the grace 
of statutory exemption’ is weakened by the fact that in a passport hear- 
ing the Secretary has the burden of raising a presumption that the citizen 
should be denied his passport.'** 


120 346 U.S. 1 (1952). 

121 62 Stat. 604, 613 (1948), 50 U.S.C.A. App. § 456 (j) (1951). 

122 United States v. Nugent, 346 U.S. 1, 9 (1952). 

123 United States v. Jacobson, supra note 114, at 106. 

124 S. 4110, H.R. 13318, 85th Cong. 2d Sess. § 304 (1958). 

125 See Bouziden v. United States, 251 F.2d 728, 731 (10th Cir. 1958). 

126 Section 104(c) provides that if the evidence in any proceeding before the 
Hearing Board indicates that an applicant is now, or has knowingly engaged in 
activities in furtherance of the international Communist movement within 10 
years prior to his application as set forth in § 104(b), that person shall have the 


burden of proving that he is not within one of the categories described in § 103(6) (ii) 
and (iii), supra note 124. 
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The use of secret evidence in one other type of important administra- 
tive area necessitates some comment. The Court has upheld deportation 
orders, based in part on information of a confidential nature, of an 
alien wife of an American citizen in United States ex rel Knauff v. 
Shaughnessy'*" and of a former long time resident alien in Shaughnessy 
v. United States ex rel Mezei.'** Strong dissenting opinions in these cases | 
by Justices who now tend to be with the majority in the Supreme Court | 
supply one indication of the treatment with which the use of confidential | 
files and anonymous informers can expect to be met in the future. 


Security is like liberty in that many are the crimes committed in 
its name. The menace to the security of this country, be it great 
as it may, from this girl’s admission is as nothing compared to 
the menace tg free institutions inherent in procedures of this 
pattern. In the ndme of security the police state justifies its arbitrary 
oppressions on evidence that is secret, because security might be 
prejudiced if it were brought to light in hearings. The plea that 
evidence of guilt must be secret is abhorrent to free men, because 
it provides a cloak for the malevolent, the misinformed, the meddle- 
some, and the corrupt to play the role of informer undetected and 
uncorrected.?29 


It is not to be suggested that all of the precedents in this area of law 
will be overruled, but one has to take notice of the obvious trends. While 
it is evident that the Secretary must weigh factors of greater importance 
than are found in other security programs,’* there must be a more com- 
plete disclosure of information at the earliest possible stage in the pass- 
port application procedure. The answer to meeting the requirements 
of due process does not consist of a complete rejection of the present 
procedure,'*! but as the Dayton case indicates, the Department found 
itself able to be more specific as the applicant forced review of its initial 
denial. New techniques must be developed whereby the passport appli- 
cant is afforded the maximum confrontation possible consummate with 
security and foreign policy restrictions. This should be accomplished at 
the Hearing Board level and not after the Secretary has made his final 
determination of denial and includes what amounts to “declassified” in- 
formation in his written decision. It will be the Department of State’s 


127 338 U.S. 537 (1950). 
128 345 U.S. 206 (1953) ; see also Jay v. Boyd, 351 U.S. 345 (1956). 


128 United States ex rel Knauff v. Shaughnessy, supra note 127, at 551. (Jackson, 
J., dissenting joined by Black, J. and Frankfurter, J.) ; Miss Knauff eventually was 
admitted. See Knaurr, THE ELLEN Knaurr Story (1952). 

130 REPORT OF THE COMMISSION ON GOVERNMENT SeEcurRITY 494-495 (1957). 

181 Jaffe, supra note 104, at 27-28. 
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task to implement any legislative mandate to use confidential material 
in a manner which can be more popularly received when tested in light 
of the Fifth Amendment. Perhaps this can only be accomplished by a 
restriction of the use of secret evidence to that hard core of active 
Communists, as to whom an adequate open record can be founded on 
which to create a prima facie case for passport denial. The entire program 
should not be jeopardized because of the Department’s persistence in 
denying passports to so-called “fellow travelers” and “followers of the 
Communist line” when the only adverse allegations consist of vague 
generalities as to the public interest. 


V. CoNCLUSION 


A passport security program is necessary to deter travel abroad by 
subversives bent on missions detrimental to the United States and 
to narrow as much as possible the sphere of Soviet international 
conspiratorial activity in the fields of espionage and propaganda.1*? 


As a result of the recent cases there is at present no basis, regulatory 
or statutory, upon which to deny passports to persons because they are 
members of the Communist Party. From June 16, when the decisions 
were handed down, until July 9, 1958, the State Department was forced 
to grant passports to approximately 65 applicants who would normally 
have been processed under the now defunct Communist regulations.’ 
Furthermore, 70 applications were received subsequent to the Kent case, 
as of July 9, 1958, which would normally have been processed under the 
same regulations.‘** Doubt has even been expressed as to whether the 
State Department could deny a passport to a known espionage agent in 
the absence of further enabling legislation.1* 

The Administration Passport Bill provides the legal framework for 
a reinstatement of regulations similar to those held void in Kent v. Dulles. 
If enacted into law, this bill will present the Court with two basic 
problems: whether the standards set forth in the act are so vague as to 
be unconstitutional, and whether the use of confidential information 
violates any fundamental principles of procedural fairness. 

It is improbable, in light of the emphasis which both Congress and 
the Executive have placed on the importance of subversive activity con- 


182 Op. cit. supra note 130, at 470. 

133 Hearings on Communist Use and Abuse of United States Passports Before the 
Subcommittee to Investigate the Administration of the Internal Security Act and 
Other Internal Security Laws of the Senate Committee on the Judiciary, 85th Cong. 
2d Sess. 1-2 (1958). 


134 Jd. at 4. 
135 Jd. at 8, 10. 
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trol in the past, that a statute of this nature will be held unconstitutional 
in its entirety. Individual passport denials will of necessity be treated 
on a case by case basis in determining whether the Department has acted 
in a fair and reasonable manner within the statutory framework. A 
more judicious use by the Secretary of any delegated discretionary power 
will go far in determining the success with which such exercise will be 
met in the courts. 

The tenuous reasons for denying Rockwell Kent his passport il- 
lustrate the type of case which will be repeatedly met with judicial hostili- 
ty. On the other hand, the best interests of the nation would seem to 
require that the Secretary deny a passport to a citizen who, for example, 
had imprudently disclosed classified information on the Manhattan Proj- 
ect to a Soviet Vice-Consul.** Denials should be limited to known Party 
members in cases where such membership can be shown on the open 
record, or to persons who, although not members, have a history of 
active association with persons known to be involved in planning an un- 
constitutional overthrow of our form of government. The allegations 
found in the “Decisions and Findings” of the Secretary in the Dayton 
case indicate that the applicant was so involved with known espionage 
agents as to create a presumption that his passport should be denied. 
Unfortunately, this information came too late to be of much use to 
Dayton in preparing his defense. This tedious process of requiring an 
applicant to squeeze information out of the Department piece by piece 
must be replaced by a procedure allowing for the earliest possible dis- 
closure of all adverse allegations which may be divulged. In view of the 
close division of the Court on matters of this nature,!37 and the 5-4 
alignment in the Kent case, more confrontation in passport hearings will 
be mandatory if a fifth member of the Court is to be persuaded to up- 
hold any new legislation. Perhaps this can only be done by a re-evalua- 
tion of classification methods and a restriction of the use of confidential 
files to a nucleus of top-secret information, which if divulged, would 
cause grave harm to the conduct of foreign relations. There must be a 
greater effort to find informers who are willing to step forward with 
their damaging accusations. In short, there must be a substantial showing 
on the written record that the curtailment of an individual’s travel is 
vital to the state as a whole. 


186 Kamen v. Dulles Civ. No. 1121-55 (D.D.C. 1955) ; See Note 61 Yale L.J. 171, 
174 (1952). 


137 Bailey v. Richardson, supra note 91. (A 4-4 division of the Court.) 
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PRINCIPAL REGISTRATION OF CONTOURS OF 
PACKAGES AND CONTAINERS UNDER THE 
TRADEMARK ACT OF 1946 


Jobn A. Diaz* and Warren H. Rotert** 


I. INTRODUCTION 


The Trademark Act of 1946, the Lanham Act,! created a dichotomy 
in the law of trademarks by providing a Principal Register? and a Sup- 
plemental Register,’ and by defining what constitutes a mark for Supple- 
mental Register purposes* and what constitutes a mark generally.® 
Whether the act precludes registration of certain types of source indicia 
because they are not technically trademarks has been a subject of much 
controversy. 

That source indicia, such as shapes of packages and containers and 
dress or configuration of goods, are not Principal Register marks*® is 
vigorously maintained by some authorities.” In support of this position 
it is pointed out that such indicia were not recognized as trademarks 
under the common law, nor were they registered under the early statutes. 
Other authorities* argue with equal force that the inherent character of 
the mark has nothing to do with principal registration, and that the 
definitions in the Lanham Act were meant to be illustrative and not re- 


* Assistant Patent Editor, The George Washington Law Review; B.S. Ch.E. 1952, 
Lehigh University. 

é ** Patent Editor, The George Washington Law Review. B.S. A. E. 1952, Lafayette 
ollege. 

160 Stat. 427 (1946), 15 U.S.C. 1051 (1952) [hereinafter referred to as the Lan- 
ham Act]. 

260 Stat. 428 (1946), 15 U.S.C. 1052 (1952) [hereinafter referred to as section 2]. 

360 Stat. 435 (1946), 15 U.S.C. 1091 (1952) [hereinafter referred to as section 23]. 

4 Section 23, supra note 3, provides: 

For the purpose of registration on the supplemental register, a mark may con- 
sist of any trade-mark, symbol, label, package, configuration of goods, name, 
word, slogan, phrase, surname, geographical name, numeral or device or any 
combination of any of the foregoing, but such marks must be capable of dis- 
tinguishing applicant’s goods or services. 

560 Stat. 443 (1946), 15 U.S.C. 1127 (1952) [hereinafter referred to as section 
45], provides : 

The term ‘trade-mark’ includes any word, name, symbol, or device or any com- 
bination thereof adopted and used by a manufacturer or merchant to identify his 
goods and distinguish them from those manufactured or sold by others. 

6 For an argument that such indicia are registrable on the Supplemental Register, 
see Note, Registrability of Packages and Configuration of Goods on the Supplemental 
— Design Patent vs. Trade-Mark Registration, 23 Gro. WasuH. L. Rev. 82 
(1954). 

7 See Derenberg, The Lanham Trade-Mark Act of 1946, 38 TRADEMARK Rep, 831, 
833-34 (1948). 

8 See CALLMAN, UNFAIR COMPETITION AND TRADE-Marks 2137 (2d ed. 1950). 
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strictive. In support of this contention the argument is made that certain 
distinctive shapes of packages and containers always have been protected 
under the law of unfair competition and that the statute was intended 
to make the law of trademarks similar to that of unfair competition. 


In the recent case of Ex parte Haig & Haig Ltd.,® application was 
made to register applicant’s well known “Pinch Bottle” on the Principal 
Register, use as a trademark since the turn of the century being alleged. 
The Assistant Commissioner allowed registration of the contour of the 
bottle on the ground that an indicium which in fact is a trademark and 
which serves the traditional trademark function of indicating source of 
origin is properly registrable on the Principal Register irrespective of 
the nature of the mark. The sole question to be answered in determining 
principal registration, it was held, is not whether in law the indicium is 
capable of serving as a trademark, but whether im fact the indicium indi- 
cates source. 


Thus the Patent Office has taken the position that the distinctive con- 
tour of a container or package which performs the function of a trade- 
mark may be registered on the Principal Register if in fact it has come 
to indicate source. Whether the courts will uphold this interpretation 
is yet to be seen. It is the purpose of this note to determine under what 
conditions the contour of a package or container is registrable on the 
Principal Register, and to evaluate some of the factors to be considered 
by the courts in determining the legal protection to be afforded such 
a mark. 


II. Husrorrcat BAcKGROUND OF FEDERAL TRADEMARK 
STATUTES 


The first valid’® trademark act was passed in 18811! and provided for 
registration of trademarks used in foreign nations and with the Indian 
tribes. Substantive rights were not granted under the act, and therefore 
registration did not affect the protection afforded or the nature and 
function of a common law mark.’ But registration did serve as the 
basis for acquiring important legal benefits in foreign countries,’* and 
hence this act was the forerunner of the Supplemental Register. 


9118 U.S.P.Q. 229 (Comm’r. Dec. 1958). 


10 The history of the federal trademark registration statutes begins with the Act 
of July 6, 1870, ch. 230, § 77, 16 Stat. 210. This act, as well as a later act, was 
held unconstitutional as beyond the power of Congress. United States v. Steffens, 100 
U.S. 82 (1879). 

1121 Stat. 502 (1881) [hereinafter referred to as the Act of 1881]. 

12 See Edison v. Edison Chemical Co., 128 Fed. 1013 (C.C.D.Del. 1904). 


13 Robert, Commentary on the Lanham Trade-Mark Act, 15 U.S.C.A. §§ 81-1113 at 
265 (1948). 
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The Act of 19051* was the first statute under which “technical” trade- 
marks were registered and protected. In determining the rights arising 
under the act, the common law was supreme. Thus, while a certificate 
of registration was prima facie evidence of ownership, this presumption 
was overcome upon proof of a bona fide adoption and use by another 
without knowledge of the registrant’s use and registration. At no time 
did the certificate become conclusive evidence of ownership, nor did 
it have nationwide effect unless the mark was used nationwide. However, 
under the ten year proviso, marks which had been used continuously in 
the period 1895-1905 were entitled to registration even though they did 
not qualify as valid common law trademarks and hence could not ordi- 
narily be registered under the act.’® 

The Act of 1920%* had as its purpose the implementation of inter- 
national commitments, and was designed to protect American owners 
of secondary meaning marks in those countries in which registration 
was contingent upon proof of registration in the home country.’? This 
act was intended merely to permit registration of marks which had ac- 
quired secondary meaning through use commenced after passage of 
the Act of 1905. But it was never so limited, and as a result many marks 
which could never become distinctive were registered.'® 

The Lanham Act of 1946 had as its purpose the modernization and 
simplification of the trademark statutes to secure to the owners of trade- 
marks the good will they had built up through use.® A Principal Regis- 
ter was created for technical trademarks as well as certain marks which 
had attained distinctiveness through use, i.e. secondary meaning marks.”° 
Additionally, a Supplemental Register was provided so that American 
business men could register in the United States marks which ordinarily 
would not be registrable in order to obtain foreign registration in coun- 
tries where there was no law of unfair competition.” 

In Burgess Battery Co. v. Marzall, an early case arising under this act, 
the court stated: 


The 1946 Trade-Mark Act . . . was enacted for the purpose of 
codifying, modernizing and improving the trade-mark statutes of 


14 33 Stat. 724 (1905) [hereinafter referred to as the Act of 1905]. 

15 See generally Robert, supra note 13, at 279-80. 

16 41 Stat. 533 (1920) [hereinafter referred to as the Act of 1920]. 

17 CALLMAN, Op. cit. supra note 8, at 2058. 

18 Robert, supra note 13, at 266-67. 

19 Robert, supra note 13, at 267-68. 

20 Hearings Before The House Committee On Patents, Subcommittee On Trade- 
Marks, HR 4744, 76th Cong., Ist Sess. 22, 27 (1939) [hereinafter cited as 1939 
Hearings]. 

21 Jd. at 127. 
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the United States. Among other things this Act liberalized the reg- 
istration of certain trade marks. (Emphasis supplied.)?? 


This language reflects the feeling that the Lanham Act was never in- 
tended solely as a codification of the law as it developed subsequent to 
the Act of 1905, and thus the courts in interpreting the act are not to 
be guided exclusively or even preponderantly by the existing law of 
trademarks.** Although the act created new rights and concepts and 
was intended to make the law of trademarks at least as broad as that of 
unfair competition, it also gave advantages to the owner of a Principal 
Register mark which were not available under the law of unfair com- 
petition. These advantages include nationwide recognition, incontesta- 
bility after five years, and constructive notice of ownership.2> The 
framers provided these benefits for the purpose of encouraging registra- 
tion in order to give notice of prior appropriation to prospective users 
of the mark.¢ 


Ill. TRADEMARK Status OF PACKAGES AND CONTAINERS 
AT CoMMoN LAW AND UNDER THE Earty STATUTES 


At common law and under the early registration statutes the forms 
of packages and containers were not recognized as trademarks because 
it was felt that the number of shapes for such items was limited, and 
that to grant trademarks to first appropriators would lead to marketing 
hardship for latecomers in the field.27 The courts considered trademark 
protection of physical objects standing alone to be the equivalent of a 
perpetual monopoly and felt that the proper remedy to prevent others 
from using a distinctive shape of a package was not common law trade- 
mark usage or registration under the statutes, but patent or copyright 
protection.** The argument that the character of a trademark is not of 
judicial prescription, but is whatever a manufacturer first appropriates, 
was not considered sound, for were the law to go so far as to enable a 
party to appropriate the form of a package, which any dealer might adopt 
according to his taste, the result would be endless litigation.”® 


22101 F. Supp. 812, 813, 92 U.S.P.Q. 90, 91 (D.D.C. 1951), aff'd sub nom. Burgess 
was 204 F.2d 35, 96 U.S.P.Q. 293 (D.C. Cir.), cert. denied, 346 U.S. 
822 (1953 


23 See generally Johnson & Son, Inc. v. Johnson, Bs F.2d 176, 181-82, 81 U.S.P.Q. 
509 (2d Cir.) (dissent), cert. denied, 338 U.S. 860 (1949). 

24 CALLMAN, Op. cit. supra note 8, at 2060 n. 28. 

25 Robert, supra note 13, at 280. 

26 See generally 1939 Hearings, supra note 20. 


27 Harrington y. Libby, 11 Fed. Cas. 605 (No. 6107) (C.CS.D.N.Y. 1877); 
Enoch Morgan’s Son’s Co. v. Troxell, 89 N.Y. 292 (1884). 


28 Hoyt v. Hoyt, 143 Pa. 623, 22 Atl. 755 (1891). 
22 Enoch Morgan’s Son’s Co. v. Troxell, supra note 27. 
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During the early years of the registration statutes, the Patent Office 
registered three dimensional objects. Hence a miniature of the Great 
Bell of Moscow® and a sewing machine frame* were registered under 
the Act of 1881, and a bottle of unique configuration was granted a 
certificate under the ten year proviso of the Act of 1905.5? The sewing 
machine frame* and the bottle** registrations were subsequently struck 
down by the courts, and thereafter the Patent Office was reluctant to 
issue certificates for such objects.*®> Thus under the Act of 1920 regis- 
tration was denied to the tread of a tire** and a package.** The contention 
of applicants that such indicia were protected under the law of unfair 
competition, and that registration could not possibly prejudice the public 
in any way, was not well taken.** In spite of the position of the courts 
and the Patent Office, atempts to register such marks persisted up to the 
date of passage of the Lanham Act.*® 

It would seem that common law and early statutory concepts of 
trademarks were restricted to words or names. Neither common “sym- 
bols” such as geometrical figures, representations of the sun and num- 
bers,*° nor descriptive devices such as pictorial representations of a 
dictionary* or a post card,** were registered by the Patent Office or 
recognized by the courts as trademarks. Functional features such as 
shapes, forms, colors, and configurations were not registered,** nor was 
the non-functional shape of an article which was the subject of an ex- 
pired design patent.** Arbitrary or fanciful words and names were ap- 


30 See Ex parte Cairns, 107 U.S.P.Q. 150 (Comm’r. Dec. 1955). 


81 Trademark No. 8356, June 14, 1881; see Wilcox & Gibbs Sewing-Machine Co. 
v. The Gibbens Frame, 17 Fed. 623 (C.C.S.D.N.Y. 1883). 


82 Trademark No. 60,241; see Societe Anonyme De La Distillerie v. Puziello, 250 
Fed. 928 (E.D.N.Y. 1918). 


83 Wilcox & Gibbs Sewing-Machine Co. v. The Gibbens Frame, supra note 31. 
34 Societe Anonyme De La Distillerie v. Puziello, supra note 32. 
35 But see Capewell Horse Nail Co. v. Mooney, 172 Fed. 826 (2d Cir. 1909). 


86 Goodyear Tire & Rubber Co. v. Robertson, 18 F.2d 639 (D. Md. 1927), afd, 
25 F.2d 833 (4th Cir. 1928). 


37 Ex parte Standard Oil Co., 15 TrapemarK Rep. 41 (1925), 328 O.G. Pat. Off. 
785 (Comm’r. Dec. 1924). 


88 Goodyear Tire & Rubber Co. v. Robertson, supra note 36. 
89 See Scheaffer Pen Co. v. Coe, 27 F. Supp. 380, 41 U.S.P.Q. 134 (D.D.C. 1939). 


40 Bausch & Lomb Optical Co. v. International Industries, 142 F.2d 1016, 1018, 61 
U.S.P.Q. 485, 488, (C.C.P.A. 1944). 

41 Merriam v. Famous Shoe & Clothing Co., 47 Fed. 411 (C.C. Mo. 1891). 

42 Correct Printing Co. v. Ramapo River Printing Co., 16 F. Supp. 573, 30 U.S.P.Q. 
120 (S.D.N.Y. 1936). 

43 In re Winchester Repeating Arms Co., 69 F.2d 567, 21 U.S.P.Q. 120 (C.C.P.A. 
1934) ; Sheaffer Pen Co. v. Coe, 27 F. Supp. 380, 21 U.S.P.Q. 120 (D.D.C. 1939) ; 
In re Dennison Mfg. Co., 39 F.2d 720, 5 U.S.P.Q. 316 (C.C.P.A. 1930) ; In re Oneida 
Community, 41 App. D.C. 260 (1913). 

44 See In re Oneida Community, supra note 43. 
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propriated by trademark usage and registration, but three dimensional 
objects, common symbols, descriptive devices, and functional features 
were not trademarks. 


IV. Prorecrion oF PACKAGES AND CONTAINERS UNDER THE 
Law oF UnrFair COMPETITION 


Although shapes and forms of containers were not recognized as 
trademarks either at common law or under the early registration statutes, 
such indicia have always been protected under the law of unfair com- 
petition. Theories used to determine whether relief is to be granted 
against pirating of such indicia are the same as those generally applied 
in other areas of unfair competition. Such theories are not uniform, 
however, and within a particular jurisdiction courts do not consistently 
apply the same principles to similar fact situations.*® 


A. Confusion of Source Theory 


The tort of unfair competition under this theory consists of one 
person copying distinctive shapes or forms to induce purchasers to be- 
lieve that the goods he is selling are the manufacture of another.** The 
limits of this theory were first clearly defined by Judge Hand in Crescent 
Tool Co. v. Kilborn & Bishop Co. when he stated: 


The defendant . . . may copy the plaintiff’s goods slavishly down 
to the minutest detail; but he may not represent himself as the 
plaintiff in their sale.*? 


As an absolute condition for relief in this case plaintiff was required 
to show that the appearance of his wares had acquired secondary mean- 
ing.*® Secondary meaning is established when the primary significance 
of the appearance of the goods in the minds of the consuming public 
is not the product, but the producer.*® The Restatement, which contains 
a substantial codification of the Crescent Tool Co. rule, states that it 
is only when the feature in fact identifies source, and imitation is likely 





45 Compare West Point Mfg. Co. v. Detroit Stamping Co., 222 F.2d 581, 105 U.S. 
P.Q. 200 (6th Cir.) ; cert denied, 350 U.S. 840 (1955) ; with Tas-T-Nut Co. v. Variety 
Nut & Date Co., 245 F.2d 3 (6th Cir. 1957). 

46 Cf. James Heddon’s Sons v. Millsite Steel & Wire Works, 128 F.2d 6, 13, 53 
U.S.P.Q. 579 (6th Cir. 1942). 

47 247 Fed. 299, 301 (2d Cir. 1917). 

48 [bid. 


49 Kellogg Co. v. National Biscuit Co., 305 U.S. 111, 39 U.S.P.Q. 296 (1938), cited 
with approval in Gosjean v. Panther-Panco Rubber Co., 26 F. Supp. 344, 352, 40 
a). 452 (D. Mass. 1939); aff'd, 113 F.2d 252, 46 U.S.P.Q. 160 (lst Cir. 
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to deceive prospective purchasers who care about source, that the imi- 
tator is subject to liability. 

There is some question under this theory whether imitation of sec- 
ondary meaning features will be enjoined where the imitator clearly 
marks the product with his own name or trademark. The confusion 
seems to stem from Kellogg Co. v. National Biscuit Co.,5' where it was 
held that defendant was entitled to produce its biscuit in the same pillow 
shaped form as plaintiff’s product. Plaintiff had alleged secondary mean- 
ing in the shape of the biscuit which was produced by a machine upon 
which a mechanical patent had expired. The court ruled that the ma- 
chine was designed to produce that particular shape of biscuit, that 
upon expiration of the patent, the machine as well as the shape of the 
biscuit produced thereby was dedicated to the public, and that no sec- 
ondary meaning could be established during the patent period. The 
court stated that the public associated the shape with the product and 
not with the manufacturer, but then went on to say that the container 
in which defendant marketed his goods did not resemble that used by 
plaintiff in size, form, or color, and that the difference in the labels on 
the packages was striking. This language is susceptible of the interpreta- 
tion that secondary meaning features can be copied at will so long as 
the imitator plainly marks the goods as his own. Thus in West Point 
Mfg. Co. v. Detroit Stamping Co.,®* defendant was permitted to copy 
all the features of plaintiff's patented clamp upon the expiration of the 
patent. Since the trademarks used by the defendant on the product 
clearly disclosed that defendant and not plaintiff was the manufacturer, 
the court was of the opinion that no issue of secondary meaning arose. 
The fact that some of the features were functional seems to have in- 
fluenced this opinion. 

Both cases reached a sound result. But the language inferring that 
secondary meaning features could be copied at will so long as the 
pirateer plainly marked the goods as his own was unfortunate. These 
cases involved copying of patented articles of commerce after expira- 
tion of the patents, and secondary meaning was alleged to have been 
acquired on the shape or form of the entire article. Moreover, West 
Point Mfg. Co. involved the copying of functional features. The law 
of unfair competition grants less protection to articles of commerce® or 
their functional features®™ than it does to a package in which the article 


50 RESTATEMENT, Torts, § 741, comment and clause b at 627 (1938). 

51 305 U.S. 111, 39 U.S.P.Q. 296 (1938). 

52222 F.2d 581, 105 U.S.P.Q. 200 (6th Cir.), cert. denied, 350 U.S. 840 (1955). 
53 See Flagg Mfg. Co. v. Holway, 178 Mass. 83, 59 N.E. 667 (1901) (Holmes, J.). 


54 Smith, Kline & French Laboratories v. Waldman, 69 F. Supp. 646, 70 U.S.P.Q. 
446 (E.D. Pa. 1946). 
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is marketed.®> Hence the law which permits one to market a clearly 
marked identical copy of his competitor’s product or to copy the func- 
tional features of such a product should not give him the freedom to 
imitate the appearance of the package in which the article is sold. 


For these reasons the doctrine of Kellogg should not control the 
copying of shapes of packages and containers which have acquired sec- 
ondary meaning. Protection under unfair competition of these latter 
features is analogous to the basis for protection given words which 
have acquired secondary meaning.** Since exact use of words having 
secondary meaning may be enjoined, in spite of the fact that they are 
used on a label which identifies source," there appears to be no good 
reason to deny relief against use of a bottle or container, the shape of 
which has acquired secondary meaning, even though source of origin 
is indicated on the container. 


In Lucien Lelong v. George W. Button Corp.,°® which supports this 
reasoning, the court found that plaintiff's cologne bottle had been 
fixed in the minds of patrons of the cosmetic market as the distinctive 
sign of plaintiffs manufacture. An injunction was issued to prevent de- 
fendant from merchandising its cologne in bottles, however labeled or 
decorated, having properties and symmetry so similar to plaintiff's 
bottle that the appearance was confusing. The court noted that de- 
fendant, by merely placing a different tag on such a bottle, would not 
eliminate confusion of source, and that any requirement of labeling 
would make the product unsaleable since the bottles were for the bed- 
room and not the pantry shelf. The broad protection granted the bottle 
was consonant with the strong showing of secondary meaning since 
despite defendant’s labels the shape of the bottle remained the dominant 
indicia of source. 


The argument was made that plaintiff had acquired a design patent 
on the bottle, and that therefore he had no right to complain of de- 
fendant’s mode of competition upon expiration of the patent. The court 
distinguished Kellogg as involving the use of an “expired process patent” 
by the defendant for making the product and held that the plaintiff 
here was not complaining of defendant’s making or selling a bottle, 
but of its using a bottle in the cosmetic trade in order to gull the public 


55 See Flag Mfg. Co. v. Holway, supra note 53. 
561 Nims, UNFAIR COMPETITION AND TRADE-MaRKsS 331 (4th ed. 1947). 


57 Anheuser-Busch, Inc. v. Dubois Brewing Co., 73 F. Supp. 338, 75 U.S.P.Q. 6 
(W.D. Pa. 1947), rev'd. on other grounds, 175 F.2d 370, 81 U.S.P.Q. 423 (3rd Cir.), 
cert. denied, 339 U.S. 934 (1949). 


58 50 F. Supp. 708, 58 U.S.P.Q. 527 (S.D.N.Y. 1943). 
a! _ see Lucien Lelong v. Lander Co., 164 F.2d 395, 75 U.S.P.Q. 302 (2d Cir. 
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and injure the plaintiff. Thus the court was careful to distinguish not 
only between the protection of products and containers under the law 
of unfair competition, but also between the protection of containers 
under the laws of unfair competition and design patents. 

The court had ample precedent for granting such broad protection 
for the shape of a bottle.®° But many courts grant merely a limited in- 
junction on facts similar to those in Lucien Lelong, and appear to rely 
on Kellogg to rationalize the result.* The doctrine of Kellogg, as has 
been shown, applies only to copying of the entire article of commerce, 
and has no place in cases involving secondary meaning packages which 
contain the goods. The type of relief granted in Lucien Lelong would 
appear proper in the latter type of case. 


B. Commercial Necessity Theory 


Under the early law of unfair competition, some courts in granting 
relief for copying distinctive features of goods seem to have placed 
emphasis on whether or not the copying could be justified upon com- 
pelling competitive considerations or commercial necessity** rather 
than on a strong showing of secondary meaning. Thus in Enterprise 
Mfg. Co. v. Landers,® an injunction was granted against copying of 
plaintiff’s coffee mill, and the fact that the machines bore defendant’s 
name seemed of little import to the court. In Yale Mfg. Co. v. Alder,®* 
defendant carefully copied plaintiff's padlock, differentiating it from 
the original in minor details to escape the charge of copying. Such 
pirating was enjoined on the ground that a strong temptation was 
placed in the hands of retailers to palm off defendant’s locks as those 
of plaintiff and thereby turn a nice profit. In Rushmore v. Manbattan 
Screw & Stamping Works,® it was held that one who sold an automobile 
search light in an ornamental shell could maintain an injunction against 
a defendant who sold a search light encased in a similar shell, even 
though defendant used his own name on his goods. 

These cases seem to emphasize the basic unfairness of defendant's 
appropriation of plaintiff’s ideas and features of construction, and the 





60 Charles E. Hires Co. v. Consumers Co., 100 Fed. 809 (7th Cir. 1900); Bauer & 
Co. v. La Societe Anonyme de la Distillerie, 120 Fed. 74 (7th Cir. 1903); Cook & 
Bernheimer Co. v. Ross, 73 Fed. 203 (C.C.S.D.N.Y. 1896). 


61 See generally Wise v. Bristol-Myers Co., 107 F. Supp. 800, 94 U.S.P.Q. 327 
(S.D.N.Y. 1952); International Latex Corp. v. Flexees, Inc., 119 N.Y.S.2d 409, 
96 U.S.P.Q. 450 (App. Div. 1953). 


€2 Galbally, Unfair Trade in the Simulation of Rival Goods—The Test of Com- 
mercial Necessity, 3 Vi. L. Rev. 333 (1958) 


63 131 Fed. 240 (2d Cir. 1904). 
64 154 Fed. 37 (2d Cir. 1907). 
65 163 Fed. 939, 942 (2d Cir. 1908). 
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identical copying of them. It is this consideration, rather than any proof 
that defendant palmed off his product as those of plaintiff, which sup- 
ports the decisions.*° The courts seem to have treated the features pro- 
tected as non-functional and therefore not “necessary” to market the 
goods. Had the copied features been functional, it is doubtful if relief 
would have been granted since functional features would appear to be 
“commercially necessary” to marketing. 

Several cases employed the rule of Enterprise Mfg. Co. to enjoin use 
of a particular shape and form of bottle where defendant used labels 
different from those of plaintiff to carefully indicate source®’ even 
though the bottle in issue had been protected by a design patent.® 

The doctrine of Enterprise Mfg. Co. as applied to packages appears 
to have been revived in the recent case of Tas-T-Nut v. Variety Nut © 
Date Co. Here the Sixth Circuit Court of Appeals granted relief 
against copying of plaintiff's peanut package even though defendant 
had plainly marked the package with his own trademark. Although the 
court noted there was some evidence of secondary meaning in plaintiff's 
package and dress of goods, the holding turned on the fact that a com- 
petitor who copies the shape, form, and dress of goods cannot avoid 
liability merely by affixing his own name thereto. 

Relief under the commercial necessity doctrine, then, will be granted 
if the public is deceived by the appearance of the goods, and if the 
particular appearance used is not commercially necessary to market the 
goods, but is merely adopted to generate consumer confusion in the 
hope of diverting sales. 


C. Analysis of Unfair Competition Principles 


Protection of forms of packages and containers under the law of un- 
fair competition is based upon the principle that no man may palm off 
his goods as those of another. Under the confusion of source theory, 
a container contour which has acquired secondary meaning is protected 
if in fact it indicates source and if the consuming public associates the 
contour with the good reputation of the manufacturer. It will be shown 
that this theory is basically the same as that used by the Patent Office 
in granting trademark registration under the doctrine enunciated in the 
recent Haig case. 

There is some question under the confusion of source theory whether 


66 Galbally, supra note 62, at 337. 

67 Charles E. Hires Co. v. Consumers Co., supra note 60; Cook & Bernheimer 
Co. v. Ross, supra note 60. 

68 Cook & Bernheimer Co. v. Ross, supra note 60, at 204. 

69 245 F.2d 3 (6th Cir. 1957). 
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copying of shapes of packages or containers which have acquired 
secondary meaning is privileged when the copier plainly marks the 
container with his own name. The better reasoned cases hold that such 
copying is not privileged where the container itself makes the most 
vivid impression on the buyer and is what catches the eye. Where the 
container is used with an identifying label, the situation is analogous 
to composite mark usage, with the bottle the dominant feature of the 
mark. 

Under the theory of commercial necessity, copying is prohibited 
when the use of the container is not commercially necessary to the 
copier’s marketing of his goods. This theory does not seem to require 
a showing of secondary meaning for relief to be granted, and owing 
to its extreme breadth, it has received but faint recognition by the 
courts. 

Functional features of goods are not protected under either theory 
because it would be disadvantageous to technical progress to permit 
secondary meaning to be built up in such features,” and because such 
features are commercially necessary to market the goods. Non-functional 
features such as shapes of containers, however, are protected under 
both theories of unfair competition, thus evidencing a concern of the 
courts for the right of an individual to market his goods in a distinctive 
container free from third party interference. This being the case it 
may well be asked why such indicia are not registered as trademarks. 
The answer would appear to lie in the Lanham Act itself. 


V. DEVELOPMENT OF PrincripAL ReEcIsTeR Marks 


A trend in the development of the Principal Register mark can be noted 
in the cases. 


A. Early Interpretations 


Early cases decided under the Lanham Act treated the question of 
what was registrable on the Principal Register as a matter of law re- 
quiring a determination of whether the proposed indicium fell within 
the enumerated classes of section 45.71 Thus, to be registrable the mark 
had to be a “word, name, symbol or device . . .”. But since the act was 
considered as having made no change in what was considered a trade- 
mark at common law or under previous statutes,”? the enumerated 
terms were felt to be controlled by the common law and case law un- 





70 3 CALLMAN, UNFAIR COMPETITION AND TRADE-Marks 1104 (2d ed. 1950). 
71 Ex parte Minnesota Mining & Mfg. Co., 92 U.S.P.Q. 74 (Chief Exam’r. 1952). 


72 Id., for a definition of trademark identical to that used in section 45, see Mc- 
Clean v. Fleming, 96 U.S. 245, 254 (1877). 
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der previous acts. Hence principal registration of a dispenser for cello- 
phane tape™* and of a design for footwear™* was denied because such 
indicia did not meet these requirements. 

Advertising devices, whether pictorial representations* or three 
dimensional structures,® were held not to be Principal Register marks 
because it was felt that the intent of the framers of the act was to limit 
such indicia to supplemental registration. The language in section 23 
that a mark “may consist of any trade-mark, symbol, label, package, 
configuration of goods, name, word, slogan, phrase, surname, geograph- 
ical name, numeral, or device . . .” was interpreted as limited to sup- 
plemental registration,” and section 27,’* which allows Supplemental 
Register marks to be registered on the Principal Register, was narrowly 
restricted to those marks meeting the section 45 definition. But not 
every conceivable mark was registrable on the Supplemental Register.” 
Thus, novel shapes or appearances that were functional were not Supple- 
mental Register marks.*° 

This view limited registrations to those marks previously registrable 
under the early statutes and at common law. It recognized the burden 
imposed upon business, especially small business, by unrestricted regis- 
tration. Clear lines between the trademark law and the patent statutes 
were maintained on the theory that a trademark could not be used to 
perpetuate a patent monopoly. On the other hand, it is arguable that 
this view ran contrary to the intention of the framers to liberalize reg- 
istrability and to incorporate as much of the law of unfair competition 
into the act as possible. 


B. Recent Interpretations 


In recent years there has been a tendency on the part of the Patent 
Office to take a more liberal view toward marks registrable on the Prin- 
cipal Register, and the theory that certain marks which fell within the 
definition of “marks” used in section 23 were to be limited to the Sup- 
plemental Register appears to have broken down in the “slogan” cases. 

In Ex parte American Enka Corp.® applicant sought registration of 
the slogan “The FATE OF A FABRIC HANGS BY A THREAD” 


73 Ex parte Minnesota Mining & Mfg. Co., supra note 71. 

14 Ex parte B. F. Goodrich Co., 98 U.S.P.Q. 197 (Chief Exam’r. 1953). 

7 Ex parte Pennzoil Co., 111 U.S.P.Q. 352 (Comm’r. Dec. 1956). 

76 Ex parte Cairns, supra note 30. 

77 Ex parte Minnesota Mining & Mfg. Co., supra note 71. 

7860 Stat. 436 (1946), 15 U.S.C. $ 1095 (1952). 

79 Ex parte Mars Signal-Light Co., 85 U.S.P.Q. 173, 176 (Comm’r. Dec. 1950). 
80 Ex parte Alan Wood Steel Co., 101 U.S.P.Q. 209 (Chief Exam’r. 1954). 
8181 U.S.P.Q. 476 (Comm’r. Dec. 1949). 








116 THE GEORGE WASHINGTON LAW REVIEW 


which was super-imposed on a colored background.®* The Assistant 
Commissioner upheld the examiner’s refusal to register the mark; he 
noted that slogans were specifically registrable on the Supplemental Reg- 
ister and indicated that the Principal Register was limited to traditional 
trademarks. Registration was then refused on the ground that the mark 
did not serve a trademark function. The District Court reversed with- 
out opinion.** 

In Ex parte Robert Hall Clothes the Patent Office limited American 
Enka to composite marks and denied principal registration of the slogan 
“Why pay for overhead when you can’t wear it.” Here it was reasoned 
that “slogans” were specifically mentioned as one of the types of marks 
registrable on the Supplemental Register and that the exclusion of the 
term slogan in section 45 implied that such marks were not to be reg- 
istered on the Principal Register. 

The doctrine of Robert Hall was short lived, however, for in Ex parte 
Robbins & Meyers,®> the Office allowed principal registration of the slo- 
gan “Moving Air is Our Business.” The Assistant Commissioner noted 
that section 2 provided: “No trademark . . . shall be refused registration 
. .. on account of its nature unless. . . .” Finding nothing in the statute 
which prohibited principal registration of slogans, the conclusion was 
drawn that the only pertinent issue was whether or not the indicia did 
in fact distinguish applicant’s goods from those of others. 

It should be noted that Ex parte Robbins & Meyers could perhaps have 
been decided on the narrower ground that a slogan is “a word” or “a 
combination thereof” within the meaning of section 45, and hence the 
liberal view taken of the statute was not actually necessary. On the 
other hand, the broad language used could lead to the conclusion that 
the decision paved the way for registration of distinctive packages and 
containers on the Principal Register.** 


VI. Tue Hate Case 


Applicant sought to register on the Principal Register its well known 
“Pinch Bottle.” The examiner refused registration on the ground that 





82 The whole mark sought to be registered comprised a vertical gray rectangle 
having a large black circle superimposed upon the center thereof, with the slogan 
above the circle and the words “ENKA Rayon” below the circle. 

88 American Enka Corp. v. Marzall, 92 U.S.P.Q. 111 (D.D.C. 1952). The First 
Conclusion of Law was “that certain combinations of words, albeit that they are also 
slogans, may properly function as trademarks.” 

8497 U.S.P.Q. 462, 465 (Chief Exam’r. 1953). 

85 104 U.S.P.Q. 403 (Comm’r. Dec. 1955). 

86 See Lunsford, Distinctive Packages and Slogans are Registrable on the Principal 
Register, 45 Trape-Mark Rep. 1131 (1955). 
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containers are registrable, if at all, on the Supplemental Register,** and not 
on the Principal Register because they are not mentioned in section 45. 
The Assistant Commissioner, in reviewing the case, however, reiterated 
the rationale of the Robbins & Meyers case that an indicia can be reg- 
istered if in fact it serves as a trademark unless it is specifically excluded 
from registration under section 2. Since the facts showed that the con- 
tour of the container had come to distinguish applicant’s goods from 
those of others, it was held to be a trademark—a symbol or device—which 
was registrable on the Principle Register. Thus the prediction of some 
articles written immediately following the passage of the Lanham Act 
that distinctive containers and packages would be registrable on the 
Principal Register appears to have been warranted.** 

Implicit in this decision is the thought that all indicia which are ac- 
tually trademarks may be registered notwithstanding the form in which 
they are embodied. However, the indicia must be adapted for and used 
as a trademark, and may not be a mere functional feature which is 
adopted for utilitarian purposes. But the fact that a trademark is a 
contour of a three dimensional object such as a bottle or container does 
not affect its status as a Principal Register trademark. It is important 
to note, however, that this does not mean that any fanciful or arbitrary 
container or package can be registered on the Principal Register. Rather, 
only those contours of packages and containers that have acquired 
secondary meaning, i.e., become distinctive, may be granted principal 
registration. 

The wording of the decision indicates that the holding is a narrow 
one,®* decided upon peculiar facts and circumstances which will not im- 
mediately open the door for transfer of all Supplemental Register marks 
comprising contours of containers or packages to the Principal Register. 
It is important, therefore, to look briefly at the facts, as found by the 
Patent Office, to see what prognosis can be made. 

The salient facts were that, around the turn of the century, applicant 
had adopted the “Pinch Bottle” as a container for its most expensive 
whiskey for the purpose of identifying and distinguishing this brand of 
whiskey, not only from other brands sold by it, but from the whiskies 
of others. It was noted that an Illinois court had granted, in 1912, an 
injunction preventing confusing use by others of the bottle after finding 
that dealers and customers had come to identify this brand of whiskey by 


87 Paper No. 1 in file of Trademark Application Serial No. 14,450 filed August 23, 
1956. 


88 See 4 CaLLMAN, UNFAIR CoMPETITION AND TrapE-Marxs § 98.4(d), at 2137 
(2d ed. 1950). 

89 See Derenberg, The Eleventh Year of Administration of the Lanham Trade- 
bgt of 1946, fis U.S.P.Q. No. 7, Part II at 4—TrapemarK Rep.—(September 
8, 1958) 
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the “Pinched Decanter.” ® It was further found that customers of today 
identified applicant’s product as that contained in the “Pinched De- 
canter” or “Pinched Bottle” and that since the turn of the century there 
was no way of ordering applicant’s whiskey without describing the con- 
tour of the bottle. Applicant in 1952 adopted “Pinch” as a trademark. 

While emphasis was placed on the length of time that applicant had 
used the bottle it seems clear that this factor alone was merely one of 
the “peculiar facts” to be considered and was not controlling. Acquisi- 
tion of distinctiveness for trademark purposes is a question of fact, and 
one mark may acquire distinctiveness in a short time®? whereas another 
may fail despite long use.®* The test, then, appears to be actual acquisi- 
tion of distinctiveness, not mere duration of usage; and owners of pecu- 
liarly shaped packages and containers must find a way of satisfying this 
test in order to obtain principal registration. Normally, manufacturers 
or merchandisers do not sell their products in bare containers or pack- 
ages without other identifying indicia, nor do consumers usually see 
products in containers which do not have some source identification. It 
is, therefore, difficult for the contour of a package or container to ac- 
quire trademark status in the minds of consumers. 

Applicant in this case adopted a distinctive container susceptible to a 
simple word description. The word “Pinch” was descriptive of the con- 
tainer and was adopted by customers and dealers when asking for the 
particular brand of whiskey within the container. This practice led to 
the identification of the product (whiskey) by the contour of the bottle 
(“Pinch”) and thus the conformation of the bottle itself did in fact be- 
come a trademark and entitled to trademark registration. 


While not all containers and packages are susceptible of a simple word 
description, many are, and the owners thereof would be well advised 
to incorporate into their advertising and labeling words and phrases 
which will lead consumers to identify the product by the shape of its 
container. However, this manner of obtaining distinctiveness would ap- 





90 Schmitt v. James Watson & Co., General No. 291,095, Term No. 12,320 Sup. Ct. 
of the County of Cook, Ill. (1912). Taken from Brief for Appellant, Paper No. 6, 
pp. 9-11, Trademark Application Serial No. 14,450, filed August 23, 1956. 

91 Applicant registered “Pinch” in 1955 (Reg. No. 608,451). 

92 Lektro-Shave Corp. v. General Shaver Corp., 19 F. Supp. 843, 35 U.S.P.Q. 
110 (D. Conn.) (second meaning acquired in eighteen months), rev'd, 92 F.2d 
435, 36 U.S.P.Q. 81 (2d Cir. 1937) (insufficient evidence). 

98 Skinner Mfg. Co. v. General Foods Sales Co., 52 F. Supp. 432, 59 U.S.P.Q. 118 
(D. Neb. 1943), aff'd, 143 F.2d 895, 62 U.S.P.Q. 324 (8th Cir.) (failure to estab- 
lish secondary meaning for descriptive term in seventeen years), cert. denied, 323 
U.S. 766 (1944). 

94 In re Hillerick & Bradsby Co., 204 F.2d 287, 97 U.S.P.Q. 451 (C.C.P.A. 1953). 
Applicant failed in an attempt to register a simple oval geometrical configuration 
since he was unable to show such configuration had served as a source indicia with- 
out other identifying media. 
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pear to be exemplary and not exclusive, since the dominant factor to be 
considered is not the manner in which the contour of the container ac- 
quires distinctiveness, but whether the contour has in fact come to indi- 
cate a singleness of origin in the minds of consumers. Thus, extensive 
advertising which associates the shape of the package with the goods, 
coupled with consumer recognition of that association, would satisfy the 
requirement of distinctiveness even though that association is achieved 
in a short time. But contours of packages and containers will require a 
high degree of proof of secondary meaning to be registered on the 
Principal Register, notwithstanding the liberal trend of the Patent Office 
toward permitting registration of such marks.® 

The reasons for requiring a strong showing of secondary mean- 
ing are sound. Application for trademark registration is an ex parte pro- 
ceeding, wherein issues are determined upon evidence submitted solely by 
the advocate. Therefore, it does not have the safeguards to the public 
of an adversary proceeding in the court room. Since the evidence is 
necessarily self-serving, it should be strongly convincing on the issue as 
to whether the contour of the container or package does in fact indicate 
origin. 

A low standard of distinctiveness would impose a harsh burden on 
merchandisers, especially small businessmen. While the Lanham Act 
provides opposition®* and cancellation®’ proceedings for those who can 
show injury due to registration of a mark, the cost of such procedures is 
in many instances prohibitive to the tyro in the trade. Further, a low 
standard of secondary meaning for registration could lead to incontest- 
ability®* of common shapes of containers and packages, thereby result- 
ing in a depletion of the number of such shapes available for unrestricted 
use. Since commercial necessity in many instances dictates use of a par- 
ticular container, loss to the public would be great. Notwithstanding the 
foregoing, however, all indicia which serve a trademark function and are 
trademarks in fact, should be registered unless there is some overriding 
consideration. 


VII. RetationsHie BETWEEN DeEsiGN PATENTS AND TRADEMARKS 


One of the unanswered questions not directly involved in Ex parte 
Haig but arising as a result of the decision is whether principal registra- 
tion of contours of bottles and containers conflicts in any way with 
design patent protection. 


95 See generally Derenberg, Trade Regulation 1954, Ann. Survey Am. L. 292 
at 326. 


96 60 Stat. 433 (1946), 15 U.S.C. § 1063 (1952). 
9760 Stat. 433 (1946), 15 U.S.C. § 1064 (1952). 
98 60 Stat. 433 (1946), 15 U.S.C. § 1065 (1952). 
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A. Design Patent Protection 


Design patents have been granted since 1842 on articles which are 
new, original and ornamental for the purpose of encouraging the deco- 
rative arts'® and increasing the saleability of goods in competition.” 

Design patents are granted for designs as applied to goods and not on 
the design itself.°? The applied design must show more than originality 
and distinctiveness; it must show invention’®* which is not predicated 
upon utilitarian or functional features,’ but on the aesthetic appeal it 
will have on potential purchasers. When considering the question of in- 
vention, the design patent examiner must search the prior art and may 
combine references’ and also consider designs which have been applied 
to different articles.’ 

The test customarily applied in design patent infringement suits is 
whether an ordinary purchaser would be deceived by the resemblance 
of the articles so that he would purchase one supposing it to be the 
other.’ Thus, design patent infringement turns on confusion of product, 
and the design need not have acquired secondary meaning for relief to 
be granted. 


Additionally, section 289 of the 1952 Patent Act’ provides a distinc- 
tive! remedy for a design patent owner against anyone who “applies 
the patented design, or any colorable imitation thereof, to any article of 
manufacture for the purpose of sale .. . .” (Emphasis added.) A literal 
reading of this section leads to the conclusion that protection is to be 
afforded a design either as a component of a combination, or against use 
on an article made of different materials. While not many cases have 
considered these issues there is some early authority indicating the possi- 
bility of infringement where a design for a general purpose braid was 


99 Act of August 29, 1842, 5 Stat. 543. Design patents are now granted in ac- 
cordance with 35 U.S.C. §§ 171-173 (1952). 


100 Cavu Clothes, Inc. v. Squires, Inc., 184 F.2d 30, 86 U.S.P.Q. 506 (6th Cir. 
1950), cert. denied, 340 U.S. 920 (1951). 


101 Jn re Krueger, 208 F.2d 482, 100 U.S.P.Q. 55 (C.C.P.A. 1953). 

102 Ex parte Cady, 1916 Dec. Com. Pat. 57. 

108 In re Walter, 39 F.2d 724, 5 U.S.P.Q. 302 (C.C.P.A. 1930). 

104 Applied Arts Corp. v. Grand Rapids Metalcraft Corp., 67 F.2d 428, 19 U.S.P.Q. 
266 (6th Cir. 1933) ; Circle S. Products Co. v. Powell Products, Inc., 174 F.2d 562, 
81 U.S.P.Q. 328 (7th Cir. 1949). 

105 See In re Glavas, 230 F.2d 447, 109 U.S.P.Q. 50 (C.C.P.A. 1956). 

106 See In re Glavas, supra note 105; In re Sadacca, 56 F.2d 1085, 13 U.S.P.Q. 46 
(C.C.P.A. 1932). 

107 Gorham Co. v. White, 81 U.S. (14 Wall.) 511 (1871). 

108 35 U.S.C. § 289 (1952). 

109 “Nothing in this section shall prevent, lessen, or impeach any other remedy 
which an owner of an infringed patent has under ‘the provisions of this title, but 


he shall not twice recover the profit made from the infringement.” 35 U.S.C 
§ 289(2) (1952). 
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applied to a hat,1° and infringement has been found where a design 
for sterling silver spoons was applied to plated spoons.’** Moreover, 
since a design applied to a different type article anticipates? a design 
patent application, it is only logical to conclude that use of a patent de- 
sign on an article different from that disclosed in the patent would be 
infringement. 

Thus protection of a design is given where a confusingly similar de- 
sign is used on any article of commerce. It is at once apparent that such 
protection is much broader than that afforded a trademark owner under 
the confusion of source test traditionally applied in trademark infringe- 
ment cases. 


B. Trademark Infringement 


Section 32 of the Lanham Act provides a remedy against “any person 
who shall, in commerce . . . use, without consent of the registrant . . . any 
registered mark in connection with the sale . . . or advertising of any 
goods . . . on or in connection with which such use is likely to cause 
confusion or mistake as to deceive purchasers as to source of origin of 
such goods.” (Emphasis added.)"* It is clear that use of a trademark in 
conjunction with the sale or advertising of any goods is not infringement. 
Rather, trademark infringement turns on the question of fact™* as to 
whether the application of plaintiff's trademark to defendant’s goods is 
likely to cause confusion as to source of origin. While the trademark 
owner’s remedy is not, strictly speaking, limited to the goods mentioned 
on his registration certificate," it is limited to that general area of goods 
which are so similar to those mentioned in the certificate that use of 
plaintiff's trademark thereon would likely cause confusion as to source. 
But use of plaintiff's identical trademark on goods which does not cause 
consumer confusion as to source would not be infringement.14* Where 
the marks are not similar, but the goods are identical, the mark as a 
whole must be considered, and if the dominant portion has been copied, 
infringement may be found.1” 


110 See Jacob Elishewitz & Sons Co. v. Bronston Bros. & Co., 40 F.2d 434, 5 
U.S.P.Q. 295 (2d Cir. 1930). 

111 Dominick & Haff v. R. Wallace & Son Mfg. Co., 209 Fed. 223 (2d Cir. 1913). 

112 See In re Glavas, 230 F.2d 447, 109 U.S.P.Q. 50 (C.C.P.A. 1956). 

113 60 Stat. 437 (1946), 15 U.S.C. § 1114 (1952). 

114 Pure Foods, Inc. v. Minute Maid Corp., 214 F.2d 792, 102 U.S.P.Q. 271 (5th 
Cir.), cert. denied, 348 U.S. 888 (1954) (Use of mark “Minute Made” on frozen 
meats likely to cause confusion between use of “Minute Maid” on frozen fruit juice) 

115 Pure Foods, Inc. v. Minute Maid Corp., supra note 114. 


116 Cf. Pep Boys-Manny, Moe and Jack v. Edwin F. Guth Co., 197 F.2d 527, 94 
U.S.P.Q. 158 (C.C.P.A. 1952). 


117 Cf. Frankfort Distilleries, Inc. v. Kasko Distillers Prods. Corp., 111 F.2d 481, 
45 U.S.P.Q. 438 (C.C.P.A. 1940). 
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C. Comparison of Protection—Specific Example 


Trademark protection is generally more limited than patent protection. 
In some situations, however, a trademark and not a design patent may 
provide the only effective protection™® of the contour of a distinctive 
container. This follows because design patents are subject to the same 
rules as mechanical patents and therefore their scope may be limited by 
the courts in view of the prior art.14° Further, trademark usage cannot 
expand the protection accorded a design patent.1*° 

In Coca Cola Co. v. Whistle Co. of America, which involved in- 
fringement of a design patent for a bottle, the court found that there was 
no product confusion because the bottles were not substantially the 
same, and hence there was no design patent infringement. In dictum, 
the court noted that even were there product confusion in the soft drink 
trade due to use by both parties of their respective bottles, design 
patent infringement would not be found because product confusion 
could not be used to expand the patent monopoly beyond the limits 
set by the prior art. In this case had the contour of the bottle been a 
Principal Register trademark, it seems clear that defendant’s use of a 
similar bottle in such manner as to cause confusion of source would have 
been trademark infringement. 

Valuable shapes and forms of containers may not be safeguarded by 
a design patent grant because of the stringent requirements for design 
patent infringement. A merchandiser desiring to protect a distinctive 
bottle under the patent statutes must first convince the Patent Office that 
the bottle is an invention. After passing this hurdle, if he is to prevent 
others from using it, he must fend off attacks in the courts on the valid- 
ity and scope of the patent, which is ordinarily a difficult task.!2? Prin- 
cipal registration of the contour of the bottle may be one solution to 
this dilemma. 

A design patent grant and a trademark registration are based upon 
different legal theories. The design patent statutes create a monopoly 
power in the hands of the patentee to exclude others from using the 
patent even if the patentee does not practice it, whereas the Lanham Act 





118A recent study indicated that between 1948-1954 61% of the ior 
patents were held invalid by United States Courts of Appeals. Hearing on S. R 
Before a Subcommittee of the Senate Committee on the Judiciary, 84th in he 
Sess. 178 (1955) [hereinafter cited as 1955 Hearings]. 

119 Rowley v. Tresenberg, 37 F. Supp. 90, 48 U.S.P.Q. 360 (E.D.N.Y. 1941), 
aff'd per curiam, 123 F.2d 844, 51 U.S. P.O. 401 (2d Cir. 1941); New England Lace 
Mills, Inc. v. American Textile Co., 42 U.S.P.Q. 73 (S.D. NY. 1939). 

120 North British Rubber Co. v. Racine Rubber Tire Co., 271 Fed. 936 (2d Cir. 
1921). 

121 20 F.2d 955 (D. Del. 1927). 

122 See 1955 Hearings, supra note 118. 
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is a legislative recognition of rights acquired by the owner of a trade- 
mark through actual use of the trademark. The patent is a public service 
monopoly granted to encourage the conception, reduction to practice, 
disclosure and expoitation of “inventions.” The trademark, however, is 
protected because it is an indication of source or origin, and the use by 
another on related goods would create confusion among purchasers 
which could divert trade or be potentially destructive of good will. The 
owner of a design patent acquires a right to prevent others from using 
his design for amy purpose, whereas the owner of a principal register 
trademark acquires procedural advantages when he sues to prevent a 
use of his trademark which causes confusion of source. Generally 
speaking, then, inasmuch as the purpose, the method of acquisition and 
the scope of protection differ, there is no conflict between a design 
patent for an ornamental design of a container and a principal trademark 
registration of the shape or form of a container. 


D. Principal Registration of Patented Articles 


The Haig case, because of the nature of the trademark involved, pre- 
sents the possibility of problems where principal registration is sought of 
a mark which is the contour of a package or container previously pro- 
tected by a patent. 

The Patent Office, in the past, has taken the position that a device 
embraced by an unexpired patent cannot be registered on either the 
Principal’** or Supplemental’ Register. But, the mere fact that a device 
was the subject of an expired patent has not prevented supplemental 
registration if the mark is otherwise qualified. A configuration of 
goods produced by a machine disclosed in an expired mechanical patent, 
however, was refused supplemental registration.1** 

While supplemental registration has been granted to the shape of 2 
bottle previously protected by a patent,'?? the issue of conflict with the 
design patent statute in that case was not too significant since supple- 
mental registration does not provide all the important advantages ac- 
corded Principal Register marks, including incontestability after five 
years. Care must, therefore, be exercised in this area to safeguard the 

ublic. 
: Where the contour sought to be registered is covered by an existing 


123 Ex parte Minnesota Mining & Mfg. Co., 92 U.S.P.Q. 74 (Chief Exam’r, 1952) 
(alternative holding). 


124Ex parte United States Plywood Corp., 103 U.S.P.Q. 111 (Chief Exam’r 
1921). 


125 Ex parte Caron Corp., 100 U.S.P.Q. 356 (Comm’r. Dec. 1954). 
126 Ex parte Jongleux and Lundquist, Inc., 101 U.S.P.Q. 77 (Comm’r. Dec. 1954). 
127 Ex parte Caron Corp., supra note 125. 
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design patent it is arguable that no trademark rights can be obtained, 
for to do otherwise would turn the design patent statute into a Supple- 
mental Register allowing source identity to be built up free from third 
party interference during the period of the monopoly.’** Further, the 
consideration given by the patentee to the public, in exchange for the 
monopoly grant, is present knowledge and deferred use of the inven- 
tion, and if trademark rights were allowed to be established during this 
period it would take from the public a portion of the consideration re- 
lating to use. Ex parte Haig should result in no departure from these 
reasons for prohibiting the establishment of trademark rights during the 
patent period. 

An area of conflict appears where the proposed trademark is the sub- 
ject of an expired design patent, since upon expiration the public is 
normally entitled to unrestricted use. In support of registration of such 
marks it should be noted that a design patent protects against all use 
whereas a trademark protects only against trademark usage. Moreover, 
a trademark is not a grant, as is a patent, but only a recognition of use.!*® 
The law of unfair competition has long recognized these differences and 
has provided protection for such indicia. Thus in Lucien Lelong v. 
George W. Button Corp.’*° the defendant was enjoined from unfair 
use of plaintiff's bottle, the shape of which had acquired secondary 
meaning after patent expiration, and a similar result was reached in the 
recent Tas-T-Nut'*! case. Since the avowed purpose of the Lanham 
Act was to liberalize trademark registration and since the law of unfair 
competition has long protected the shapes and forms of packages and 
containers, no reason for denying registration is immediately apparent. 

However, some containers and packages by their size, shape and con- 
figuration may have only one practical use upon expiration of the patent 
and such use could infringe trademark rights. This possibility appears 
limited. The user can always, of course, add his own trademark or other 
source identification and thereby escape the charge of pirating. How- 
ever, if the shape of the container continues to be the dominant iden- 
tifying feature, the second user would continue to be an infringer.’ 
Since use of further identifying marks on the container might make the 
product so unattractive as to be non-saleable,"** effectively there could 





128 See Ex parte Minnesota Mining & Mfg. Co., supra note 123. 

129 United Drug Co. v. Theodore Rectanus Co., 248 U.S. 90, 97 (1918). 

13050 F. Supp. 708, 58 U.S.P.Q. 527 (S.D.N.Y. 1943); But see Lucien Lelong 
v. Lander Co., 164 F.2d 395, 75 U.S.P.Q. 302 (2d Cir. 1947). 

181 245 F.2d 3 (6th Cir. 1957). 

182 Cf, Frankfort Distilleries v. Kasko Distillers Prod. Corp., 111 F.2d 481, 
45 U.S.P.Q. 438 (C.C.P.A. 1940). 

138 See Lucien Lelong v. George W. Button Corp., 50 F. Supp. 708, 710, 58 
U.S.P.Q. 527, 529 (S.D.N.Y. 1943). 
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be no non-infringing use, and trademark registration in this situation 
would provide as broad protection as a patent grant, at least insofar as 
users are concerned. This latter argument, while also applicable to con- 
tours of containers which were never patented, does not seem to have 
been applied by the courts as a basis for refusing protection under the 
law of unfair competition. 

The reason must lie in public acquiescence. In the patent cases, sec- 
ondary meaning must be established after the patent period. The public, 
by failing to use the mark after patent expiration, is considered to have 
acquiesced in the exclusive use by the appropriator of the contour. A 
later user who defends his use on the consideration theory is, as a prac- 
tical matter, merely a commercial pirate desirous of capturing the good 
will of the mark and does not represent the interests of the general pub- 
lic. Public acquiescence in exclusive trademark usage is present whether 
the container was previously patented or not and the public interest in 
proper source identification would seem to outweigh any loss of use by a 
pirate. This does not, however, lead to the conclusion that in all cir- 
cumstances the contour of a previously patented article should be reg- 
istered as a trademark. 

In considering registration of such a mark it is submitted that second- 
ary meaning or distinctiveness ought not to be built up during the patent 
aga. since use during this period may be restricted by the patentee. 

ut neither does it follow that because a bottle or container was once 
the subject of a design patent, principal registration of the contours 
thereof is forever precluded. A balance should be maintained between 
the public’s interest in the use of an expired patent on one hand and the 
protection of the public against confusion on the other. 

The narrow approach in the Haig decision is consonant with this view. 
It is apparent from the tenor of that decision that the Patent Office has 
no intention of allowing the shapes and forms of all packages and con- 
tainers to obtain principal registration. The many advantages of prin- 
cipal registration require that such registration be granted only when 
there is clear and positive proof that it will not result in an undesirable 
and unwarranted deprivation of the use of an expired patent. 


VIII. Conctusion 


Shapes and forms of packages and containers were neither recognized 
as common law trademarks nor registrable under the at trademark 
statutes. Although early decisions of the courts and the Patent Office 
under the Lanham Act followed the common law and early statutory 
interpretations and refused to grant principal registration to such indicia, 
there has been a trend towards greater liberality in the character of marks 
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granted principal registration under the Lanham Act. This trend reached 
a culmination in Ex parte Haig, where principal registration of the con- 
tour of a bottle—a symbol or device—which in fact identified and dis- 
tinguished applicant’s goods from those of others and which indicated 
source of origin was permitted. 


Shapes and forms of packages and containers used in the marketing 
of goods have always been protected against copying under the law of 
unfair competition. Under one theory, protection is granted such in- 
dicia when they in fact identify source and the imitation is likely to 
deceive prospective purchasers. A more liberal approach grants relief 
against copying if the public is deceived by the appearance of the con- 
tainer into thinking the goods are those of another, provided that the 
particular form of the container is not necessary to market the goods, 
but is merely adopted to generate consumer confusion in the hope of 
diverting sales. 

The Haig case then would seem to do no more than bring the law of 
unfair competition in this area within the metes and bounds of the Lan- 
ham Act. In this respect it is interesting to compare the test for trade- 
mark registration used in Haig with the confusion of source test used in 
the law of unfair competition. Both recognize legal rights when the 
shape or form of a container in fact identifies source. The decision car- 
ries out the avowed purpose of the act to liberalize trademark registra- 
tion. It does not permit promiscuous registration of bottles and con- 
tainers, but safeguards the interest of the public by permitting ae 
registration of those contours of containers which have acquired a 
strong showing of secondary meaning, and are therefore trademarks in 
fact. 


It should further be noted that the reasoning of this decision is not 
limited to contours embodied in packages and containers, but applies 
equally well to non-functional shapes and forms embodied in any three 
dimensional object, if the shapes and forms are in fact trademarks. But 
the decision does not seem broad enough to permit principal registra- 
tion of functional features, because it would be disadvantageous to tech- 
nical progress were such features registered, and because such features 
are ordinarily commercially necessary to market the goods to which 
they are applied. 


It is not believed that trademark registration of contours will lead to 
any irreconcilable conflict between the trademark and design patent 
laws. Trademark registration is based upon use; design patent grants 
upon invention. Trademarks protect against usage causing confusion of 
source; design patents protect against all uses. The owner of a Principal 
Register contour mark will not be able to prohibit the manufacture, sale, 
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or general use of the specific embodiment of his contour, but he shall 
be able to prevent specific use of the contour as a trademark for goods 
similar to his own where confusion of source is likely to result. 

Where registration is sought of forms of containers which are or were 
the subject of a patent many complex problems arise. The Patent Office 
and the courts have a responsibility to insure that trademarks are not 
registered when to do so would be to flaunt the patent law. When a 
container is covered by an existing patent, it is submitted that no trade- 
mark registration can be obtained on the configuration of the container, 
for it would be inequitable to permit design patent owners to build up 
secondary meaning free from third party interference during the period 
of the monopoly. But neither does it follow that the contour of a pack- 
age or container is precluded from becoming a trademark solely because 
the container was once the subject of a design patent. Building up sec- 
ondary meaning in the shapes of containers through trademark usage 
after the expiration of a design patent should entitle one to principal 
registration of the shape because the public has acquiesced in the appro- 
priation by the user of the mark. 

Principal registration of contours which have in fact become trade- 
marks appears sound because notice will thereby be given that the reg- 
istrant has claimed exclusive right to use the contour within the United 
States. Since the right to prevent others from using a distinctive con- 
tour is recognized under the law of unfair competition, such notice is 
advantageous to the public. Where registration would result in an un- 
warranted or undesirable deprivation of the use of the contour by the 
public, however, the interest of the public in use would appear to out- 
weigh the notice consideration, and principal registration should there- 
for not be granted. In all cases, a strong showing that the contour is in 
fact a trademark must be made before principal registration will be 
granted. 
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CONSTITUTIONAL LAw—PRESIDENT’s PoweR TO REMOVE MEMBER OF AD- 
JUDICATORY AGENCY WHEN STATUTE CREATING Bopy 1s SILENT ON 
REMovAL Question—Wiener v. United States, 357 U.S. 349 (1958). 


Petitioner was nominated by President Truman as a member of the 
War Claims Commission, a body established by statute to “adjudicate ac- 
cording to law” claims for compensating various individuals and organi- 
zations who suffered personal injury or property damage at the hands 
of the enemy during World War II.1 The statute was silent on cause for 
removal of Commission members, but tenure of office was based on the 
life of the Commission. After President Eisenhower took office, peti- 
tioner was asked to resign, and, upon his refusal, he was removed ove 
office by a letter from the President. Alleging that his removal was 
illegal, he brought suit in the Court of Claims for back eu 4 from the 
date of his removal until the Commission was abolished by a Presidential 
reorganization plan. The Court of Claims dismissed the suit on the 
grounds that silence of the statute indicated a Congressional intent that 
the President have unrestricted power to remove the members.? Held, 
reversed; the President does not have inherent power under the Consti- 
tution to remove without cause a member of an adjudicatory body when 
the statute creating the body is silent on removal. 

There is no express provision in the Constitution empowering the 
President to remove officers of the federal government. It is generally 
said that his removal power is inferred from the grant of “executive 
power”’ and his duty to “take care that the laws be faithfully executed.” * 
The question of the extent of the President’s removal power has been the 
subject of much debate and controversy we sre Baty the First Con- 
gress.5 Few cases have come before the Supreme Court squarely on this 
issue. In Marbury v. Madison* the Court concluded that the appointment 
of a justice of the peace in the District of Columbia for a period of years 


162 Stat. 1240 (1948), 50 U.S.C. § 2001 (1952). 

2 Wiener v. United States, 135 Ct. Cl. 827, 142 F. Supp. 910 (1956), rev’d, 357 U.S. 
349 (1958). 

3 U.S. Const., art. II, § 1. 

4U.S. Const., art. II, § 3. 

5 An extensive debate was held in the House of Representatives over language 
relating to the President’s power to remove the Secretary of a proposed Department 
of Foreign Affairs. Language in the bill stating that the Secretary was “to be re- 
movable by the President” was stricken from the bill. 1 Annats or Conc, 585 
(1789). It has been argued that this action recognized the President’s inherent pow- 
er to remove this officer without the advice and consent of the Senate. Myers v. 
United States, 272 U.S. 52, 114 (1926). 

65 U.S. (1 Cranch) 137 (1803). 
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prohibited the President from removing him during the term. There has 
been debate, however, on whether the language in Marbury relating to 
removal was dictum or a ruling of the Court.? The few cases in the next 
hundred years shed very little light on the problem. 

It is generally held, as a rule of statutory construction, that the power 
to remove is inherent in the power to appoint.* For example, the Su- 
preme Court has held that Congress, by establishing a term of years for 
a United States District Attorney, did not preclude the President from 
removing such officer before the end of his term.® It has also been held 
that the President has inherent power to remove an executive officer 
without cause, even though the statute specifies causes for which he can 
be removed.?° 

In the case of Myers v. United States'' the Court treated the removal 
question at great length. Myers was appointed by the President as a first 
class postmaster. Before the end of his four year term he was removed 
from office without cause, contrary to the statutory provision that such 
officers are to be removed by the President “by and with the advice and 
consent of the Senate.” The Senate did not consent to Myers’ removal 
and he brought suit for back salary. Chief Justice Taft, in a sweeping 
decision, stated that the President had inherent authority to remove any 
executive officer and Congress could not restrict this power by statute.” 
The majority — in dictum, made it clear that the President’s re- 
moval power also extended to administrative officers exercising quasi- 
judicial functions.'* 

Less than ten years later this language was limited in the case of Hum- 
phrey’s Executor v. United States.1* In that case the Court was forced 
to determine the validity of the broad dictum in Myers as rg to the 
question of the President’s power to remove a member of the Federal 
Trade Commission without statutory cause.'* The Court, in holding that 
the President had no such authority, distinguished the case from Myers 
by virtue of the functions performed by the Commission. The Court 


7 See Myers v. United States, supra note 5, at 139-42, 215-17. 

8In the Matter of Hennen, 38 U.S. (13 Pet.) 230 (1839); Parsons v. United 
States, 167 U.S. 324 (1897). 

9 Parsons v. United States, supra note 8. 

10 Shurtleff v. United States, 189 U.S. 311 (1903). The Court said, “the right of 
removal ... would exist as inherent in the power of appointment unless taken 
away in plain and unambiguous language.” Jd. at 318; See Blake v. United States, 
103 U.S. 227 (1880) (Removal of Army or Navy Officers). 

11 272 U.S. 52 (1926). 

12 Td. at 163-164. 

13 Jd. at 135. This decision was viewed with alarm by some observers as being 
a threat to the entire administrative organization of the government. Corwin, Tenure 
of Office and the Removal Power under the Constitution, 27 Cotum. L. Rev. 353 
(1927). The broad dictum was explicitly disapproved in Humphrey’s Executor v. 
United States, 295 U.S. 602, 626 (1935). 

States, 295 U.S. 602, 626 (1935). 

14295 U.S. 602 (1935). 

15“Any Commissioner may be removed by the President for inefficiency, neglect 
of duty, or malfeasance in office... .” 38 Stat. 718 (1914), 15 U.S.C. § 41 (1952). 
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pointed out that the power to remove is the power to dominate, and that 
Congress intended the FTC to be free from executive control. Further 
clarification was made by the Court’s express disapproval of any language 
in the Myers decision extending the President’s power to remove with- 
out cause beyond purely executive officers. The Court, by examining 
the nature of the work performed by the Commission, established a 
functional test to determine Congressional intent as to removal of agency 
officials.‘7 The Court refused to comment upon the acknowledged gap 
between its decision and the Myers case’® with respect to the effect of 
statutory silence as to removal. 

The functional test used in the Humphrey case was later applied in 
Morgan v. Tennessee Valley Authority.” Morgan was removed by the 
President without cause from the Board of Directors of the TVA, prior 
to expiration of his term of office. The statute provided that directors 
who established political personnel policies could be removed by the 
President and that Congress by concurrent resolution could remove a 
director at any time.” Morgan argued that the TVA was an independent 
agency of the government exercising quasi-legislative functions, and that 
his dismissal was therefore controlled by the Humphrey ruling. The 
Court of Appeals, Sixth Circuit, held that, although the Board exercised 
quasi-legislative and quasi-judicial functions, these were only incidental 
to its general administrative functions, and that in reality TVA was an 
administrative arm of the executive branch.24 The court reasoned that 
Congress, in passing the statute, was aware of the broad interpretation 
of the President’s removal powers expressed in the Myers decision and 
thus intended the provision for Congressional removal to be merely an 
alternate to the President’s inherent power to remove this type of offi- 
cer.* 

In the instant case the Congressional history of the statute did not shed 
any light on the removal question.2* The Court took note, as in the 
Morgan case, that Congress was familiar with the established law on the 
President’s removal power and was aware of the void between the Myers 
and the Humphrey decisions. Therefore, the statutory provision that the 
Commission was to adjudicate claims “according to law’ ** was given 


16 Humphrey’s Executor v. United States, supra note 13, at 626. 

17 Jd. at 631-632. 

18 Jd. at 632. 

19 115 F.2d 990 (6th Cir. 1940), cert. denied, 312 U.S. 701 (1941). 

20 48 Stat. 60, 63 (1933), 16 U.S.C. §§ 831(c), 831(e) (1952). 

21 Morgan v. Tennessee Valley Authority, supra note 19, at 994. 

22 Td. at 993. 

23 See H. R. Rep. No. 976, 80th Cong., Ist Sess. (1947); S. Rep. No. 1742, 80th 
Cong., 2nd Sess. (1948); H. R. Rep. No. 2439, 80th Cong., 2nd Sess. (1948); 94 
Conc. Rec. 553, 8751, 8757, 9091, 9289 (1948). 

2462 Stat. 1241 (1948), 50 U.S.C. § 2002 (1952) provides in part: “The Com- 
mission shall have jurisdiction to receive and adjudicate according to law claims as 
hereinafter provided.” 62 Stat. 1246 (1948), 50 U.S.C. § 2010 (1952) also states: 
“The action of the Commission in allowing or denying any claim under this Act shall 
be final and conclusive on all questions of law and fact and not subject to review by 
any other official of the United States or by any court by mandamus or otherwise. . . .” 
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emphasis by the Court. This indicated to the Court that the Commission 
was given functions of an intrinsically judicial character, which should 
be carried out free from executive control or influence. The Court 
looked to Humphrey as the source of a broad philosophy that there could 
never be independence of action by agency officials if they were subject 
to removal at will by the President. The interpretation given the Hum- 
phrey decision by the Court in the instant case was that the President's 
power to remove these officials would exist only if it could be said that 
Congress intended such a result. Because the functions of the War 
Claims Commission were primarily judicial in nature, the Court inferred 
that Congress, by remaining silent, did not intend to confer unqualified 
removal power upon the President. 

The functional test used in the Humphrey case was applied in both the 
Morgan and the Wiener cases with opposite conclusions. The instant 
decision is easily reconciled with the Morgan case because the quasi- 
judicial and quasi-legislative functions were only one aspect of the pn 
eral administrative duties of TVA board members.”> The decision helped 
answer the question raised by the Humphrey case as to what is necessary 
to establish Congressional intent on removal. 

The Wiener decision is a further and more significant application of 
the functional approach. The holding that silence of the statute on re- 
moval does not leave the President with inherent power to remove quasi- 
judicial agency officials seems to limit to purely executive officers the 
doctrine that plain and unambiguous statutory language is required to 
take away the President’s removal power.** The decision is of great sig- 
nificance to the many agencies, such as the Federal Communications Com- 
mission, Federal Power Commission, U. S. Tariff Commission and the 
Securities and Exchange Commission, whose statutes are silent on re- 
moval of principal officers.27 By holding that the President has no con- 
stitutional or implied power to remove this class of government official, 
the Court has more firmly established the quasi-judicial agencies as truly 
independent of the executive branch. 

Norvill Jones 


Lasor LAwW—EMPLOYER INTERFERENCE WITH LABOR ORGANIZATIONS AS 
AN Unrair Lasor PraAcTriICcE—EMPLOYEE COMMITTEES AS LABOR Or- 
GANIZATIONS—Cabot Carbon Co. v. NLRB, CCH Las. L. Rep. (1958 
CCH Lab. Cas.) 4 71586 (Sth Cir. June 9, 1958). 


For the purpose of creating better understanding between management 
and labor, employer organized an employee committee in each of its 


25 Morgan v. Tennessee Valley Authority, supra note 19, at 994. 

26 Shurtleff v. United States, 189 U.S. 311 (1903). 

27 See 48 Stat. 1066 (1934), as amended, 47 U.S.C. $154 (1952), (Federal Com- 
munications Commission) ; 41 Stat. 1063 (1920), as amended, 16 U.S.C. § 792 (1952), 
(Federal Power Commission) ; 46 Stat. 696 (1930), as amended, 19 U.S.C. § 1330 
(1952), (United States Tariff Commission) ; 48 Stat. 885 (1934), as amended, 15 
U.S.C. § 78(d) (1952), (Securities and Exchange Commission). 
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plants, some of which had a recognized collective bargaining repre- 
sentative. The committees met monthly on company time and discussed 
safety, supply conservation, efficiency, methods of encouraging ingenuity 
of workers, and, in non-organized plants, grievances. Collective bargain- 
ing procedures were not followed, and the committee had no formal 
organization. The National Labor Relations Board issued an order’ re- 
quiring employer to stop interfering with and supporting the commit- 
tees? on grounds that the committees were labor organizations as defined 
in section 2(5) of the Labor Management Relations Act of 1947.3 Held, 
order set aside; an employee committee formed for discussion with man- 
agement of mutual problems rather than for bargaining p ses is not 
a labor organization within the meaning of section 2(5) of the Labor 
Management Relations Act. 


The basic policy of the Labor Management Relations Act of 1947 
was to remove obstructions to interstate commerce by encouraging col- 
lective bargaining and free association among workers for the purpose 
of negotiating the terms of their employment.* To secure this freedom 
of association and collective bargaining, Congress labeled as unfair cer- 
tain employer labor practices.5 One such practice was employer inter- 
ference with or support of any labor organization. The term labor 
organization was defined in the act as any group which dealt with em- 
ployers, in whole or in part, concerning grievances, labor disputes, wages, 
rates of pay, hours of employment, or conditions of work.’ Courts 
interpreting this provision have held that employee committees in non- 
organized plants which discussed problems with management concerning 
wages, hours, retirement, rates of pay, and other conditions of employ- 
ment were labor organizations.® Even a committee without formal 
organization or continuity of existence which negotiated a wage increase 


1 Cabot Carbon Co., 117 N.L.R.B. 1633 (1957). 


2 There was no question but that employer did interfere with and dominate the 
committees. Id. at 1634. 

8 Section 2(5) provides: The term “labor organization” means any organization 
of any kind, or any agency or employee representation committee or plan, in 
which employees participate and which exists for the purpose, in whole or in 
part, of dealing with employers concerning grievances, labor disputes, wages, 
rates of pay, hours of employment, or conditions of work. 61 Stat. 138 (1947), 
29 U.S.C. § 152 (1952). 


461 Stat. 136 (1947), 29 U.S.C. § 151 (1952). 


561 Stat. 140 (1947), 29 U.S.C. § 158 (1952). Congress provided for enforce- 
ment of this section in § 10. 61 Stat. 146 (1947), 29 U.S.C. $ 160 (1952). 

6 Section 8(a)(2) provides: It shall be an unfair labor practice for an employer 
. . . to dominate or interfere with the formation or administration of any 
labor organization or contribute financial or other support to it: Provided, 
That subject to rules and regulations made and published by the Board pur- 
suant to section 6, an employer shall not be prohibited from permitting em- 
ployees to confer with him during working hours without loss of time or pay. 
61 Stat. 140 (1947), 29 U.S.C. § 158 (1952). 

7 See note 3 supra. 


8 NLRB v. General Shoe Corp., 192 F.2d 504 (6th Cir. 1951); NLRB v. Stand- 
ard Coil Products Co., 224 F.2d 465 (1st Cir. 1955). 








134 THE GEORGE WASHINGTON LAW REVIEW 


was held to be a labor organization.® Although employee social clubs have 
not been regarded as labor organizations,!° benevolent committees which 
periodically bargained with employers were deemed to exist “in part” 
as labor organizations." 

NLRB v. Associated Machines, Inc.** was the first case in which a 
court held that an employee committee which discussed labor problems 
with its employer was not a labor organization. The court analyzed sec- 
tion 2(5) and concluded that, with the exception of grievances, every 
category in that section referred to important labor disputes which are 
usually dealt with in collective bargaining."* Then, relying on the princi- 
ple of ejusdem generis,* and previous court decisions,’® it concluded that 
“grievances” as used in section 2(5) means important labor disputes 
which are the subject of collective bargaining.’* Therefore, since all of 
the subjects listed in section 2(5) are the objects of collective bargain- 
ing, the court concluded that a labor organization is an employee group 
or committee which bargains collectively with its employer.’? In this 
case the committee discussed only minor grievances and consequently 
was not a labor organization.'® 

In the instant case the court investigated the legislative history of em- 
ployee committees’® under the LMRA and concluded that Congress in- 
tended to encourage them.” Some evidence of this attitude was found 
in the act itself in section 9(a)*! which, although it conferred upon a 


9 NLRB v. American Furnace Co., 158 F.2d 376 (7th Cir. 1946). 

10 American National Bank, 52 N.L.R.B. 905 (1943). 

11 Beaver Machine & Tool Co., 97 N.L.R.B. 33 (1951). 

12 219 F.2d 433 (6th Cir. 1955). 

13 NLRB v. Associated Machines Inc., supra note 12, was mentioned in the prin- 
cipal case but was not relied upon. CCH Las. L. Rep. 4 71586 n. 10. 

14 NLRB v. Associated Machines Inc., supra note 12, at 437. 

15 NLRB v. Jones & Laughlin Steel Corp., 301 U.S. 1 (1937). 

16 NLRB v. Associated Machines, Inc., 219 F.2d 433, at 437 (6th Cir. 1955). 
Contra, West Texas Utilities Co. v. NLRB, 206 F.2d 442 (D.C. Cir.), cert. denied 
346 U.S. 855 (1953). 

17 NLRB v. Associated Machines Inc., supra note 16. 

18 Ibid. 

19 The court said it was forced to refer to the legislative history because of an 
ambiguity in the act whereby employees were granted the right under § 9(a) to 
present grievances although under § 2(5) they appeared to be labor organizations 
which could not exist under §§ 8(a) (2) and 10. CCH Las. L. Rep. 471586, at 96999, 
Actually there is no ambiguity because employee committees can present such 
grievances as long as they are not interfered with by their employer. 

20 Td. at 97001. 

21 Section 9(a) provides: Representatives designated or selected for the purposes 
of collective bargaining by the majority of the employees in a unit appro- 
priate for such purposes, shall be the exclusive representatives of all the em- 
ployees in such unit for the purposes of collective bargaining in respect to 
rates of pay, wages, hours of employment, or other conditions of employment: 
Provided, That any individual employee or a group of employees shall have 
the right at any time to present grievances to their employer and to have such 
grievances adjusted, without the intervention of the bargaining representative, 
as long as the adjustment is not inconsistent with the terms of a collective- 
bargaining contract or agreement then in effect: Provided further, That the 
bargaining representative has been given opportunity to be present at such 
adjustment. 61 Stat. 143 (1947), 29 U.S.C. § 159(a) (1952). 
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designated bargaining representative the exclusive right to represent the 
employees in his unit, still reserved to employee groups the power to 
present grievances independently to their employer. For more explicit 
evidence of Congressional intent, the court looked to section 8(d) (3) 
of the House version of the LMRA2* which stated that it was not an 
unfair labor practice for an employer to form employee committees and 
to discuss with them matters of mutual interest including wages, hours 
of employment, etc. Although that provision was stricken out of the 
LMRA in conference, the House conference report did explain that the 
express wording was found to be unnecessary since the act by its terms 
permitted individual employees and groups to meet with their em- 
ployer.** The court concluded from this background that Congress did 
not intend to restrain employers from interfering with those employee 
groups which were not formed to bargain collectively with employer. 
Fortified with this concept of Congressional intent, the court looked for 
a manifestation of it in section 2(5) and found it in the term “dealing” 75 
which it interpreted as meaning negotiation or bargaining, in contrast to 
mere discussion.26 Four factors indicated to the court that there was no 
“dealing” in this case; the committee had no formal organization, never 
followed collective bargaining rules, had no power to bargain collec- 
tively, and, in the organized plants, took no action inconsistent with the 
bargaining agreement.?? Thus the employee committees were not labor 
organizations even though they discussed grievances with their employer, 
one of the subjects specifically listed in section 2(5). 


The holdings in the principal case and Associated Machines, that an 
employee committee must bargain collectively in order to be a labor 
organization, are contrary to a long line of decisions which have estab- 
lished a general rule that employee committees are labor organizations.”® 
Under the rule of the instant case employee committees may discuss 
with employers all types of labor matters as long as there is no bargain- 
ing, whereas under Associated Machines employee committees may ne- 
gotiate with their employer concerning only labor disputes of minor 
importance. The court in the latter decision did not cite any policy con- 
siderations which compelled it to interpret narrowly the express lan- 
guage of section 2(5) and in fact disregarded the strong Congressional 


22H.R. 3020, 80th Cong., Ist Sess. (1947). Reprinted in Government Printing 
Office, LEGISLATIVE History OF THE LABOR MANAGEMENT RELATIONS Act, 1947, at 
158 (1948). 

23 H.R. Rep. No. 510, 80th Cong., Ist Sess. (1947). Reprinted in Government 
Printing Office, LecIsLativE History OF THE LABOR MANAGEMENT RELATIONS ACT, 
1947, at 549 (1948). Note that the conference report did not say that the accepted 
version of the act would allow employers the same freedom which the Hartley bill 
would have granted. 


24 CCH Las. L. Rep. § 71586, at 97002. 

25 Supra note 3. 

26 Contra, NLRB v. Jas. H. Matthews & Co., 156 F.2d 706 (3rd Cir. 1946). 
27 CCH Las. L. Rep. 4 71586, at 97002. 

28 Note, 9 Stan. L. Rev. 351 (1957). 
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policy to safeguard all employee labor groups from employer interference 
and domination.” The interpretation of legislative intent in the instant 
case was based in part on section 9(a), which does allow employee com- 
mittees to discuss grievances with employer but which does not in any 
way purport to exempt such committees from the operation of sections 
2(5) and 8(a)(2). Insofar as the court’s interpretation was based on the 
intent displayed by the House conference report, it ignored the senti- 
ment of many Congressmen*® who asserted that section 8(d)(3) of the 
Hartley bill would have permitted employers to dominate weak employee 
organizations and subsequently to create company unions, a practice 
which sections 2(5) and 8(a)(2) were designed to eliminate.*! Further- 
more, in analyzing the term “dealing,” the court failed to establish a clear- 
cut distinction between bargaining, which means conferring in good 
faith about employment conditions in order to reach an agreement,*? 
and discussion of employment conditions, which is also conferring with 
employer about such conditions. 

Nevertheless, the court could have, in part, distinguished the older 
cases on the facts. A comparison of the matters discussed by the com- 
mittees in the organized plants with section 2(5) reveals that the com- 
mittees did not discuss any factors set out in that section.** On the 
other hand, the committees in the non-organized plants discussed griev- 
ances.** The employer-sponsored committees in the instant case per- 
formed useful services and were not, for the most part, concerned with 
normal labor problems. The court observed this fact and, in an attempt 
to justify the committees’ existence, presented a one-sided picture of 
the pertinent controversial legislative history and developed a ques- 
tionable interpretation of section 2(5). On the facts it reached a partially 
correct result, but it failed to emphasize the important point that even 
under a broad interpretation of section 2(5) certain useful employer- 
sponsored employee committees are not labor organizations. 


Philip S. Neal 


PATENTS—PRINTED PusLicaTions—A MiucroritmM Copy As A “PRINTED” 
PuBLicaATION WITHIN THE MEANING oF TiTLeE 35 U.S.C. SrEcrion 
102 (a)&(b)—In Re Tenney 254 F.2d 619, 117 U.S.P.Q. 348 (C.C.P.A. 
1958). 


The claims of petitioner’s patent application’ were rejected as un- 





29 61 Stat. 136 (1947), 29 U.S.C. § 151 (1952). 

os cies a Rec, 3412, 3616 (1947) ; H.R. Rep. No. 245, 80th Cong., Ist Sess. at 
( : 

81 Note, 40 Cotum. L. Rev. 278 (1940). 

82 61 Stat. 142 (1947), 29 U.S.C. § 158 (1952). 

83 CCH Las. L. Rep. 4 71586, at 96997. 

84 Ibid. 

1 Ser. No. 111308, filed August 19, 1949, for a “Machine for Producing Dispersions 
of Liquids in Air or Other Gases for the Production of Fogs.” 
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patentable over a microfilm copy of an unpublished German patent 
application.? The copy was ies. 4 on file in the Library of Congress by 
the Office of Technical Services of the United States Department of 
Commerce and its availability was announced in a publication which 
merely identified a particular reel and frames of microfilm by subject 
matter.* Although there was no evidence that any copies were ever dis- 
tributed, the Patent Office Board of Appeals had held that the microfilm 
copy was a “printed publication” on the basis that notice of availability 
of the microfilm constituted in law a publication of the material on 
the microfilm.* Held, reversed; a single microfilm copy deposited in a 
library is not a “printed publication” within the meaning of Title 35 
U.S.C. Section 102,° because it is not “printed.” 


The term “printed publication” first appeared in the Patent Act of 
1836® in addition to the term “public work” which had been used in the 
previous patent law.’ The act provided that a “printed publication” 
could bar an applicant from obtaining a patent® and further provided as 


2 Karcher, German patent application No. 138004, filed February 25, 1943. The 
application was microfilmed sometime after the end of World War II by United 
States military personnel. The prosecution of this application was continued in the 
Deutches Patentamt and published for opposition purposes in the German Patent 
Gazette of August 7, 1952, on page 1944. The microfilm was first cited by the Ex- 
aminer in his Office action of October 3, 1953. Brief for Appellant, pp. 8-11, In re 
Tenney, 254 F.2d 619, 117 U.S.P.Q. 348 (C.C.P.A. 1958). 

8“PBL 83291. Reichspatentamt, Berlin. German patent applications on aircraft. 
(Fiat Microfilm Reel B134, Frames 8522-9442) 1937-1945. 942f. Price: Microfilm— 
$9.00—Enlargment print—$120.00. In German.” OFrFIcE oF TECHNICAL SERVICES, 
U. S. Dep’r oF COMMERCE, BIBLIOGRAPHY OF SCIENTIFIC AND INDUSTRIAL REPoRTS, 
Vol. 9, No. 11, p. 1027 (June 11, 1948). Since the German application actually re- 
lated to fog-producing apparatus rather than aircraft, the appellant contended that 
for all practical purposes the microfilm copy was lost and could only have been dis- 
covered from information given in the publication for opposition in the German 
Patent Gazette of August 7, 1952. Brief for Appellant, p. 9, In re Tenney 254 F.2d 
619, 117 U.S.P.Q. 348 (C.C.P.A. 1958). 

4 254 F.2d at 621. 

5 Patent Act of July 19, 1952, 35 U.S.C. § 102 [hereinafter referred to as section 
102] provides : 


A person shall be entitled to patent unless—(a) the invention was known or 
used by others in this country, or patented or described in a printed publica- 
tion in this or a foreign country, before the invention thereof by the applicant 
for patent, or (b) the invention was patented or described in a printed publi- 
cation in this or a foreign country or in public use or on sale in this country, 
more than one year prior to the date of the application for patent in the 
United States.... 


6 Act of July 4, 1836, ch. 357, $$ 7, 15, 5 Stat. 117 [hereinafter referred to as the 
Act of 1836). 

7 Act of February 21, 1793, ch. 11, § 6, 1 Stat. 318. Section 6 of the Act of 1793 
provided as a defense to infringement that “the thing thus secured by patent was 
not originally discovered by the patentee, but had been in use, or had been described 
in cay public work, anterior to the supposed discovery of the patentee.” (Emphasis 
added. 

8 Section 7 of the Act of 1836 provided that a patent was to be granted unless 
“ ... it had been patented or described in any printed publication in this or any 
foreign country, or had been in public use ... .” (Emphasis added.) 
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a defense to an action for infringement that either a printed publication 
or a public work could invalidate a patent.® This difference in terminol- 
ogy was explained by a patent authority who stated that a public work 
would seem to refer to a class of established publications or some book 
publicly printed and circulated whereas a printed publication was con- 
sidered “broad enough to include any a gr printed in any form 
and published or circulated to any extent .. . .” 1° The two terms were 
further distinguished in that although these was a “conclusive presump- 
tion” of dissemination to the public in the case of a public work, it was 
a “jury question” as to whether a printed publication was actually dis- 
seminated to the public.1! Another definition of “public work” was 
given during this period in a copyright case wherein it was stated that 
the term meant a “printed book” !? and that printing was “a i of 
multiplying the copies by sheets.” 1* It appears that the difference in 
terminology in the Patent Act of 1836 was ignored by the courts.'* 
However, in Reeves v. Keystone Bridge Co. a broad definition of pub- 
lic work was applied,’® and the court distinguished between the pre- 
sumption of circulation of a printed book and the need for proof of 
publication of “a work” which was printed but not necessarily acces- 
sible to the public. 

In the Patent Act of 1870,'* the term “public work” was replaced by 
the term “printed publication” and has been incorporated in all subse- 
quent changes in the patent law.’7 Soon after the act of 1870, a text 


writer defined a “printed publication” as a work of public character 


® Section 15 of the Act of 1836. 

10 Curtis, PATENTS § 376 (3rd ed. 1867). This definition was first given in Cur- 
TIs, Patents § 290 (1st ed. 1849). 

11 Ibid. 

12 Keene v. Wheatley, 14 Fed. Cas. 180, 193 (No. 7644) (C.C.E.D.Pa. 1861) 
(dictum). 

13 Jd. at 192. 


14 See Parker v. Stiles, 1 Fish. Pat. Cas. 319, 336; 5 Macl. 44 (D. Ohio 1849). 
The court referred to “public work,” “written publication” and “printed publication” 
on the same page of the opinion as though they were equivalents. But see Parsons v. 
Colgate, 15 Fed. 600, 602 (C.C.S.D.N.Y. 1882). A description in a circular was 
not considered a “printed publication or a public work” within the meaning of 
§§ 7 or 15 of the Act of 1836. Imperial Glass Co. v. A. H. Heisey & Co., 294 Fed. 
267, 269 (6th Cir. 1923). The Colgate case “stands upon the distinction that the Act 
of 1836, which governed that patent, called for prior description in a ‘public work’, 
instead of in a ‘printed publication’, as is specified in the present statute.” Apparently 
there was no judicial construction of the terms “public work” or “printed publication” 
prior to 1854. Curtis, Patents § 65 (2d ed. 1854); Purtiires, Patents p. 175 
(1837). 

15 20 Fed. Cas. 466, 471 (No. 11660) (C.C.E.D.Pa. 1872). 


It is obvious that this provision requires, first, a description of the alleged 
invention ; second, that. it shall be contained in a work of public character and 
intended for the public; and, third, that this work was made accessible to the 
public by publication before the discovery of the invention by the patentee. 
16 oy of July 8, 1870, ch. 230, 16 Stat. 198 [hereinafter referred to as the Act 
of 1870]. 


17 Rev. Stat. §§ 4886, 4920 (1875), as amended, 29 Stat. 692 (1897), as amended, 
46 Stat. 376 (1930), as amended, 53 Stat. 1212 (1939), 35 U.S.C. § 102 (1952). 
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which was intended for, and accessible to, the public.1® Later, a court 
referred to a “printed publication” as any printed matter disseminated 
without secrecy to any portion of the public.1* Thus, most definitions 
of the term “printed publication” are uniformly silent on the question of 
what is “printed.” 2° 


The few cases decided upon the question of whether a document is 
“printed” have primarily been concerned with ‘written disclosures.”* 
Foreign patent applications”? and the German Gebrauchsmuster** which 
are typewritten and open for public inspection are not considered 

“printed” publications. However, a typewritten copy of a college thesis 
accessible only in a public library has been held to be a printed publi- 
cation.”4 

The first of the college thesis cases, Gulliksen v. Halberg,?> was de- 
cided on the ground that when the term “printed publication” was in- 
troduced to the patent law, the only means of printing was by the use 
of type.” The court reasoned that a typewritten page was equivalent to a 


18 Howson, Patents § 30-31 (1876). A later treatise contains a definition having 
the same basic requirements. RoBrnson, Patents § 325 (1890). A printed publi- 
cation is: 


(1) A work of public character, intended for general use; (2) Within reach 
of the public; (3) Published before the date of the later invention; (4) A de- 
scription of the same complete and operative art or instrument; and (5) So 
precise and so particular that any person skilled in the art to which the in- 
vention belongs can construct and operate it without experiments or the 
exercise of inventive skill. 


See also RoBINSON, op. cit. supra §§ 326 & 327. 


19 Thacher v. Inhabitants of Town of Falmouth, 235 Fed. 151 (D.Me. 1916), aff'd, 
241 Fed. 869 (1st Cir. 1917). See also WALKER, PATENTs § 56 (Ist ed. 1883). 

20 The word “printed” has received little analysis until recently. See the dissent- 
ing opinion in Gulliksen v. Halberg, 75 U.S. FO. 252, 254 (P.O. Bd. App. 1937); 
Grascock & STRINGHAM, Patents § 1740 (1943) 


21 Most of the decisions involving the pice publication question have been de- 
cided on the basis of publication or on the sufficiency of the disclosure as an antici- 
pation. See Gambrel, What is a Printed Publication Within the Meaning of the 
Patent Act, 36 J. Pat. Orr. Soc’y 391, 398 (1954). 

22 Ex parte Haller, 103 U.S.P.Q. 332 (P.O. Bd. App. 1953); Carter Prods., Inc. 
v. Colgate-Palmolive Co., 130 F. Supp. 557, 104 U.S.P.Q. 314 (D. Md.), aff’d, 230 
F.2d 855, 104 U.S.P.Q. 383 (4th Cir. 1955), cert. denied, 352 U.S. 843 (1956). How- 
ever, the earlier cases clearly seem to have been decided solely on the question of publi- 
cation. De Ferranti v. Westinghouse, 1890 C.D. 114; Parkin and Wright v. Genness, 
1893 Dec. Com. Pat. 64; Ex parte Ulmann, 1925 Dec. Com. Pat. 27; Bayer v. Rice, 
75 F.2d 238, 24 U.S.P.Q. 38 (D.C. Cir. 1934). 

23 Permutit Co. v. Wadham, 13 F.2d 454, Rehearing, 15 F.2d 20 (6th Cir. 1926); 
Permutit Co. v. Graver Corp., 43 F.2d 898 (7th Cir. 1930), aff'd, 284 U.S. 52, 11 
U.S.P.Q. 118(1931) ; Ex parte Smith, 82 U.S.P.Q. 83 (P.O. Bd. App. 1941). 

24 Gulliksen v. Halberg, 75 U.S.P.Q. 252 (P.O. Bd. App. 1937) ; Hamilton Labora- 
tories v. Massengill, 111 F.2d 584, 47 U.S.P.Q. 531 (6th Cir. 1940), affirming 25 F. 
Supp. 464, 39 U.S.P.Q. 342 (E.D. Tenn. 1938), cert. denied, 311 U.S. 688 (1940); 
Ex parte Hershberger, 96 U.S.P.Q. 54 (P.O. Bd. App. 1952). But see Coulter, 
Typewritten Library Manuscripts are not “Printed Publications”, 36 J.Pat.OFF. 
Soc’y 258 (1954). 

2575 U.S.P.Q. 252 (P.O. Bd. App. 1937). 

26 Jd. at 253. The appellant in In re Tenney contended Gulliksen v. Halberg was 
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printed page and then concluded that a single typewritten copy of a refer- 
ence constituted a “printed publication.” 7* The dissent, however, vigor- 
ously asserted that the term “printed” was more likely intended to refer to 
a method of multiplying copies*® and that a single printed copy per se 
had never been held to be within the statutory meaning.”® In Ex parte 
Brendlein,® which was relied on by the Board in the instant case,*! a 
typewritten report placed in a library and whose availability had been 
announced to the public was held to be a printed publication on the 
theory that a microfilm copy of the report provided a means of unlim- 
ited reproduction.*? 

Although numerous references were made to the question of publica- 
tion, the principal case was expressly decided on the question of whether 
the microfilm copy was “printed.” Recognizing that there was much 
conflict and little reasoning in the prior cases on that point, the court 
attempted to determine the intended meaning of the word “printed,” in 
view of the underlying policy of barring a patent because of a prior 
“printed publication.” The court stated that the policy could be traced 
to a failure of consideration for the patent grant when the subject mat- 
ter of the patent application was already possessed by the public or ac- 
cessible to them.** In order to reconcile this broad policy with the word- 
ing of section 102 and previous cases, the court concluded that such 
policy was limited by the word “printed” which was intended to refer 
to a method of reproduction that would indicate a probability of public 
knowledge. The holding turned, therefore, on the opinion of the court 
that a microfilm copy indicates no probability of public knowledge be- 
cause one would be as likely to make one print of a microfilm as many, 
while in the use of a printing press, a number of copies are generally 

roduced. 

Although the members of the court agreed on the result, two con- 
curring opinions attempted to restrict the import of the decision by 
leaving open the question of whether a microfilm could be printed 
within the statutory meaning under different circumstances. Judge 





erroneous to the extent that it was based on the premise that at the time the term 
“printed publication” was adopted only the printing press was available for repro- 
duction of multiple copies. He indicated that the typewriter, lithography and pho- 
tography were also known at that time. Brief for Appellant p. 36, In re Tenney 254 
F.2d 619, 117 U.S.P.Q. 348 (C.C.P.A. 1958). 

2775 U.S.P.Q. 252, 253. 

28 Id. at 255. 

29 Id. at 256. Citing Jockmus v. Leviton, 28 F.2d 812 (2d Cir. 1928) and John 
Crossley & Sons v. Hogg, 83 Fed. 488 (C.C.D.Mass. 1897) as the erroneous basis of 
the theory that a single library copy would suffice. 

$0 105 U.S.P.Q. 453 (P.O. Bd. App. 1955). 

81 254 F.2d at 621. 

82105 U.S.P.Q. at 454. Thus the objection raised by the dissent in Gulliksen was 
allegedly overcome. 

88 This statement of policy has subsequently been cited with approval. Badowski 
v. United States, 118 U.S.P.Q. 358, 362 (Ct.Cl. 1958); In re Ekenstam, 156 F.2d 
321, 323, 118 U.S.P.Q. 349 (C.C.P.A. 1958). 
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Rich’s concurring opinion suggested that the court in the future might 
wish to find that a publication could be “printed” by “microfilm tech- 
niques.” He recognized that the use of the printing press was no longer 
the only common means of producing multiple copies and also indicated 
that any printed disclosure would not qualify as a printed publication 
because the primary question was whether the public “has in fact had 
possession of the disclosure in the form of a general publication . . . .” * 

The decision in the principal case would appear to overrule Ex parte 
Brendlein and the college thesis cases.** Although a narrow interpreta- 
tion of the word “printed” leads to such a conclusion, the insufficiency 
of such documents as publications would seem to cast equally serious 
doubts on those decisions.3¢ 


The result in the principal case is deemed sound because a single ob- 
scure microfilm copy buried in a library would not seem to affect the 
consideration for the patent grant. The consideration basis of the 
“printed publication” bar relied on by the court would appear to be 
logical in view of the development of that aspect of the patent law. 
However, it is submitted that a narrow interpretation of the word 
“printed,” as promulgated by the majority, is not consistent with such 
a policy and would unnecessarily limit the scope of section 102. It would 
appear that the term “printed publication” was probably intended to 
be a broader term than “public work,” and that the “conclusive pre- 
sumption” of dissemination to the public attached to a printed book 
was not intended to apply to other types of printed publications. The 
latter would depend, for their sufficiency as a bar, on proof of their 
actual dissemination to the public. The concurring opinions in this case 
seem to be consonant with the earlier interpretations of the term 
“printed publication” and are better adapted to consideration of new 
methods of dissemination of information to the public within the statu- 
tory meaning. 


Bruce G. Klaas 


84 254 F.2d at 629. A recent case relied on Tenney in holding that without evidence 
of accessibility a Russian document would not be an anticipatory printed publication, 
Badowski v. United States, 118 U.S.P.Q. 358, 362 (Ct.Cl. 1958). 


85 Although not overruled, the case of Fessenden v. Wilson, 48 F.2d 422, 9 
U.S.P.Q. 274 (C.C.P.A. 1931), cert. denied, 284 U.S. 640 (1931), was held not ap- 
plicable in the instant case because Fessenden was not decided upon the question of 
“printed publication” but only on the limited issue of whether the cancelled matter 
in an application could be considered patented within the meaning of the doctrine of 
Alexander Milburn Co. v. Davis-Bournonville Co., 270 U.S. 390 (1926). 


86 It appears from the old cases that the import of proof of a single library copy 
was not that it would be sufficient of itself as a bar, but that coupled with either the 
probability of wide dissemination which accompanied a book or with proof of actual 
dissemination, the library copy’s function was merely the easiest means of proving 
accessibility to the public as a general rather than a private publication. See, for 
instance, Cottier v. Stimson, 20 Fed. 906 (C.C.D.Ore. 1884); Rosrnson, Pa 
§ 327 (1890) and cases cited therein. 
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TAXATION—TRANSFEREE LiABILITY For TRANSFEROR’S TAX DEFICIENCIES— 
Conriict Or State Law Wir FeperaAL INcomME Tax CLaims—Com- 
missioner v. Stern, 357 U.S. 39 (1958). 


Six years after the death of insured, the Tax Court determined that he 
had been deficient in his federal income taxes and that the value of his 
estate was insufficient to meet this liability. Commissioner then pro- 
ceeded for payment against respondent as beneficiary of insured’s life in- 
surance policies. Since insured had retained the rights to change the 
beneficiary and draw the cash surrender value until death, transfer of 
the policies was not effective until after the deficiencies had been in- 
curred. Respondent and insured were both domiciled in Kentucky where, 
by statute,’ liability of a beneficiary is limited to premiums paid by in- 
sured in fraud of his creditors. There was no finding of fraud in the 
immediate case but the Tax Court found respondent fully liable for the 
tax deficiencies. The Court of Appeals for the Sixth Circuit reversed? 
and the Supreme Court granted certiorari. Held, three Justices dissent- 
ing,® affirmed; a state statute limiting liability of a transferee prevails 
over claims for federal income tax deficiencies of transferor. 

The effect of state law which limits liability of a transferee and which 
conflicts with a claim for transferor’s federal income tax deficiencies 
depends in the first instance upon the meaning of section 311 of the 
1939 Internal Revenue Code.* This section, relied upon in the instant 
case by the Commissioner, provides for summary proceedings against a 
transferee where the transferor is determined to have been deficient in 
his income tax payments. The predecessor of section 311 was section 
280 of the Revenue Act of 1926,5 which the Court in Phillips v. Com- 
missioner® recognized as a procedural device which did not purport to 
affect substantive liability. Prior to the Revenue Act of 1926, the rights 
of the Government as creditor depended upon state law developed for 
the protection of private creditors.’ 

There being no language concerning substantive liability in section 
311 the issue had to be resolved on the basis of one of two possible inter- 
pretations of the intent of Congress: first, that since Congress could have 
pre-empted the field but did not do so, state law was intended to be con- 
trolling; second, that in the absence of express language to the contrary, 
federal tax liability is to be interpreted uniformly by the federal courts 


1“When a policy of insurance is effected by any person on his own life . . . the 
lawful beneficiary thereof . . . shall be entitled to its proceeds against the creditors 
and representatives of the person effecting the same.” Ky. Rev. Stat. § 297.150 
(1948). 

2242 F.2d 322 (6th Cir. 1957). 


3 Mr. Justice Brennan delivered the opinion of the Court. Mr. Justice Black, with 
whom the Chief Justice and Mr. Justice Whittaker joined, dissented. 


4Int. Rev. Code of 1939, ch. 1, § 311, 53 Stat. 90 (now Int. Rev. Cope or 1954, 
§ 6901). 


5 Revenue Act of 1926, ch. 27, § 280, 44 Stat. 61. 
6 283 U.S. 589, 594 (1931). 
7 Id. at 592, n.2. 
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without regard to local law. In the Phillips case,’ opinion was reserved as 
to Commissioner’s right to follow transferred assets. The issue remained 
undecided by the Court until the present case. 

In order to determine the intent of Congress when section 280 was 
enacted, both the majority® and minority’ opinions in the instant case 
cited the Congressional Reports for the Revenue Act of 1926 to support 
their contentions. These reports leave no doubt that section 280 was 
intended to be only a pain: te device™ and did not change the extent 
of transferee liability under existing law.12 The reports went on to ex- 
press the belief that the tax board would develop a uniformity of prece- 
dents.13 


In dealing with the conflict between state law and federal claims in 
other areas of taxation, the Court has held that state law may control 
only where the federal taxing act, by “express language or necessary 
implication”'* makes its own operation dependent on state law; and that 
in absence of language evidencing a different purpose, the will of Con- 
gress should be interpreted “so as to give a uniform application to a 
nationwide scheme of taxation.”1® One exception to this principle has 
been that state law creating or determining taxable interests does prevail; 
thus, state law in conflict with federal tax claims has been upheld in 
determining who is an heir’ or trust beneficiary.17 In another case the 
Court upheld the community property law of a state as against a con- 
flicting federal tax claim.1* However, once these rights are determined 
by local law, they are subject to the federal definition of tax liability”® 


8 Jd. at 602. 
9 357 U.S. at 43. 
10 Jd. at 49, 


11“Tt is not proposed, however, to define or change existing liability. The section 
merely provides that if the liability of the transferee exists under other law then 
that liability is to be enforced according to the new procedure applicable to tax 
deficiencies.” S. Rep. No. 52, 69th Cong., Ist Sess. 30 (1926). 

12“Without in any way changing the extent of... liability of the transferee 
under existing law, the amendment enforces such liability ....” H. R. Rep. No. 356, 
69th Cong., Ist Sess. 43 (1926). 

13“The amendment thereby substitutes the specialized and more expeditious pro- 
cedure of the board for that of the district courts in equity and will develop through 
the board a uniformity of precedents in lieu of the present rather vague principles of 
law governing the liability of a transferee for unpaid taxes of a transferor.” Id. at 44. 

14 Burnet v. Harmel, 287 U.S. 103, 110 (1932). In this case taxpayer was assessed 
ordinary income tax payments on lease of oil and gas rights notwithstanding state 
law which treated such a transaction as a sale and thus would have allowed pref- 
erential gain treatment. 

15 Ibid. 

16 Lyeth v. Hoey, 305 U.S. 188 (1938), which held that once state law estab- 
lished a party as an heir, what that heir received as inheritance depended not on 
state law but upon interpretation of the federal statute. 

17 Blair v. Commissioner, 300 U.S. 5 (1937). 


18 Lang v. Commissioner, 304 U.S. 264 (1938), which upheld a state community 
property law having the effect of decreasing proceeds of a life insurance policy to 
be included in decedent’s gross estate because of premiums paid after marriage 
from community property. 


19 Helvering v. Stuart, 317 U.S. 154 (1942). 
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and where there are no standards which define such liability, the princi- 
ple of uniformity of federal tax law should prevail.?° 

The conflict of uniformity of federal law as against local law is not, 
of course, limited to the area of taxation. Two other areas of law are 
especially noteworthy—federal bankruptcy and government contracts. 
The Federal Bankruptcy Act,” which was cited by the majority in the 
instant case to indicate that uniformity is not always preferred in the 
federal system, provides that state law shall be effective in certain areas, 
€.g., as to transfers of assets constituting a fraud on creditors. The 
status of local law in conflict with federal claims in the area of govern- 
ment contracts is more analogous to the instant tax issue, because in this 
field, also, there is no express language concerning liability and the princi- 
ple of uniformity alone is weighed against local law. As to the validity and 
construction of a contract made by the government in the exercise of its 
constitutional functions, it is established that state law does not control?* 
and the Court, in Clearfield Trust Co. v. United States,?* held that local 
law in regard to negotiable instruments was ineffective as against the fed- 
eral law merchant. The rationale of these cases, viz., that to hold other- 
wise would lead to great diversity of results among the states from the 
same transaction, also applies to the tax issue. 

The precise question of transferee liability for federal tax claims which 
conflict with state law has been ruled upon in several cases arising in the 
Tax Court and in the Circuit Courts of Appeals. The Tax Court has 
consistently maintained that the Government can collect the income tax 
deficiencies of transferor from his transferee without regard to limits of 
state law.** A recent Tax Court case”* did not waiver from this position 
even after noting a recent decision” in the Court of Appeals for the 
Second Circuit holding that the Tax Court’s previous rulings were er- 
roneous. 

The Circuit Courts of Appeals have not been in accord on this issue. 
The Court of Appeals for the Third Circuit held in Pearlman v. Com- 
missioner*® that state law does not control. The Second Circuit, in 
Rowen v. Commissioner,” expressly rejected Pearlman and reached a 
contrary result. The issue subsequently arose again®*® in the Third Cir- 
cuit, and that court, notwithstanding Rowen, adhered to its former 
position. 


20 United States v. Pelzer, 312 U.S. 399 (1941). 

21 30 Stat. 544 (1898) (codified in scattered sections of 11 U.S.C.) 
22 30 Stat. 565 (1898), 11 U.S.C. § 110 (1952). 

23 United States v. County of Allegheny, 322 U.S. 174, 183 (1944). 
24 318 U.S. 363 (1943). 


25 E.g., Christine D. Muller, 10 T.C. 678 (1948); Sadie D. Leary, 18 T.C. 139 
(1952) ; Aura Grimes Bales, 22 T.C. 355 (1954). 


26 Mary Stauman, 27 T.C. 1014 (1957). 

27 Rowen v. Commissioner, 215 F.2d 641 (2d Cir. 1954). 
28 153 F.2d 560 (3d Cir. 1946). 

29 Supra note 28. 

30 United States v. Bess, 243 F.2d 675 (3d Cir. 1957). 
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Other Circuit Courts of Appeals have likewise reached varying results. 
Some cases*? have reached the same result as Pearlman while others*? 
have upheld state law. However, among the latter cases, many of the 
holdings do not squarely come to grips with the issue of state law limit- 
ing the liability of transferee as such; some are based on the preliminary 
determination that the party is not a transferee** under the state law; and 
others** have applied state law where it works in favor of the Commis- 
sioner to establish tax liability. 

The present case was considered in connection with United States v. 
Bess,®* a so-called “companion” case because it was decided on the same 
day and contained similar issues. However, the cases are clearly dis- 
tinguishable because, in Bess, the Government had proceeded against in- 
sured prior to his death and thus had created a tax lien. 

The Court in the instant case did not decide that respondent was a 
transferee, but held that, even if he were, no liability would attach.* In 
support of their holding, the majority stated that a failure to follow state 
law on this issue would constitute a “sharp break” with precedent and in 
support of this contention cited four Circuit Courts of Appeals cases. In 
two of these cases** state law was applied in favor of the Commissioner. 
This is distinguishable from the situation where state law conflicts with 
federal tax claims as indicated by the fact that where such was the case 
these same courts held that state law was inapplicable.** The other two 
cases*® are representative of the Courts of Appeals for the Second and 
Eighth Circuits, which have held that state limiting liability prevails; but 
in so holding, there is a “sharp break” with authority in other Circuit 
Courts of Appeals*® and all the Tax Court cases.** 


81 Kieferdorf v. Commissioner, 142 F.2d 723 (9th Cir.), cert. denied, 323 U.S. 733 
(1944). The court first held that taxpayer did not come under the local statute which 
he had relied on, and then stated that even if he had, the state law could not operate 
to prevent collection of federal income taxes. Also, Commissioner v. Keller, 59 
F.2d 499 (7th Cir. 1932). 

82 E.g., notes 33, 34, infra. 

83 Botz v. Helvering, 134 F.2d 538 (8th Cir. 1943); Tyson v. Commissioner 
212 F.2d 16 (6th Cir. 1954) ; Tooley v. Commissioner, 121 F.2d 350 (9th Cir. 1941) ; 
Harwood v. Eaton, 68 F.2d 12 (2d Cir. 1933), cert. denied, 292 U.S. 636 (1934). 

34 United States v. Goldblatt, 128 F.2d 576 (7th Cir.), cert. denied, 317 U.S. 662 
(1942) ; Hutton v. Commissioner, 59 F.2d 66 (9th Cir. 1932). 

35 357 U.S. 51 (1958). 

36 357 U.S. at 41, 42. 

87 Cases cited note 34, supra. 

88 Hutton, supra note 34, was a Ninth Circuit case which applied state law in 
favor of Commissioner; subsequently, the same court, in Kieferdorf, supra note 31, 
held state law does not prevail where it conflicts with federal tax claims. 

The Seventh Circuit, in Goldblatt, supra note 34, also applied state law in favor 
of Commissioner but in a prior case, Keller, supra note 31, that court held state 
law in conflict with federal tax claims is not effective. No mention was made in 
Goldblatt of Keller being overruled. 

89 Weil v. Commissioner, 91 F.2d 944 (2d Cir. 1937); Botz v. Helvering, supra 
note 33. 

40 Cases cited note 31 supra. 

41 Cases cited note 25 supra. 
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The Court in the instant case interpreted the absence of express lan- 
guage on the issue to mean that Congress intended state law to determine 
tax liability. This conflicts with the principle established in other areas of 
tax law that in the absence of express language to the contrary, liability 
is to be interpreted on the basis of a nationwide scheme of taxation uni- 
form in its application.*? The exception to this general rule (that state 
law is controlling as to the preliminary matter of determining a party’s 
status)*® does not apply to the instant case since the Court specifically 
directed its holding to give effect to state law limiting liability of trans- 
feree as such. 

The holding in the instant case is thus inconsistent with established 
principles of uniformity of federal tax law and reaches the undesirable 
result that, under similar circumstances, a citizen of one state is liable for 
federal taxes while a citizen of another state is not. 

James T. Lewis 


Unrair TRADE Practices—THE RoBINsoN-PATMAN AcT—SECTION 3 WILL 
Nor Support a Civit AcTION FOR INJUNCTION OR TREBLE DAMAGES— 
Nashville Milk Co. v. Carnation Co., 355 U.S. 373 (1958). 


Petitioner brought an action for treble damages and injunctive relief 
under sections 4 and 16 of the Clayton Act," alleging injury by Carna- 
tion’s sales of filled milk at unreasonably low prices for the purpose of 
destroying competition or eliminating a competitor, in violation of sec- 
tion 3 of the Robinson-Patman Act.? The District Court dismissed * and 
the Court of Appeals affirmed* on the ground that there can be no pri- 
vate action under section 3 of the Robinson-Patman Act. Held, affirmed; 
selling at “unreasonably low prices for the purpose of destroying com- 
petition” subjects the seller only to the criminal penalties provided in 
section 3 of the Robinson-Patman Act, which, unlike section 15 of the 
Robinson-Patman Act, does not amend the Clayton Act,* and is therefore 
not an “antitrust law”? within the meaning of sections 4 and 6 of the 
Clayton Act. 

The Robinson and Patman bills, closely similar measures intended to 





42 Burnet v. Harmel, supra note 14. 
43 Cases cited notes 16, 17, 18 supra. 


1 38 Stat. 731, 737 (1914), 15 U.S.C. §§ 15, 26 (1952). These sections provide that 
any one injured by any violation of the antitrust laws may sue for treble damages 
(section 4) and for injunctive relief if injury is anticipated (section 16). 

2 49 Stat. 1528 (1936), 15 U.S.C. $ 13(a) (1952). 

3 Unreported. See Nashville Milk Co. v. Carnation Co., 238 F.2d 86 (7th Cir. 1956). 

4238 F.2d 86 (7th Cir. 1956). 

549 Stat. 1526 (1936), 15 U.S.C. §§ 13(a)-(f) (1952). 

® Act of Oct. 15, 1914, ch. 323 38 Stat. 730 (codified in scattered sections of 15, 
28, 29 U.S.C.). 

7 See Clayton Act, section 1. 38 Stat. 730 (1914), 15 U.S.C. § 44 (1952), discussed 


in text accompanying note 20 infra. 
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strengthen the Clayton Act, were combined by the conference commit- 
tee* with the completely separate Borah-Van Nuys amendment, which 
became section 3 of the Robinson-Patman Act. Strictly a criminal pro- 
vision, section 3 was copied after the Canadian Price Discrimination 
Act.® 

In general, sections 1 and 3 parallel each other. The main advantages 
a plaintiff has in using section 3 are: 1) It is not clear a defendant in a 
section 3 case can avail himself of all the defenses set out in section 1;!¢ 
2) The offense of selling at unreasonably low prices is broader than 
any offense in section 1. However, under section 3 the plaintiff must 
prove that the defendant discriminated with “knowledge” or “for the 
purpose of destroying competition or eliminating a competitor.” 

Evidently litigants did not initially consider these advantages of much 
benefit as no case was commenced specifically under section 3 until 1942 
in Atlanta Brick v. O'Neal. Later that same year, the Eighth Circuit 
relied on section 3 in Louisiana Farmers Protective Union v. Atlantic & 
Pacific Tea Co.1* These cases left the issue confused because reliance was 
placed on both sections 1 and 3. 

Private litigants found greater need to turn to section 3 after Standard 
Oil v. FTC,* which held that a supplier has an absolute defense in a sec- 
tion 2(a)'* price discrimination case by showing that he was meeting, 
in good faith, the equally low price of a competitor, despite the effect 
of such discrimination on competition. Local merchants and sellers of 
off-brands complained bitterly that this permitted nation-wide sellers and 
manufacturers to meet off-brand prices while retaining the benefits of 
national advertising and popular brand-name acceptance, since prices 
could be kept high in other parts of the country to recoup local losses.1® 
Although legislative history tends to indicate that the “meeting competi- 
tion in good faith” defense was meant to apply to section 3 as well as 
section 1,"* a charge of selling at unreasonably low prices is one provision 
of section 3 which would seem to preempt such a defense. Competitors 
have also used section 3 to stop sellers of a full line of products from 
slashing prices on one item to injure competitors who sold only that item, 
while recouping losses on the rest of their line.” 


8H. R. Rep. No. 2951, 74th Cong. 2d Sess. 8 (1936). 

9 See Hamilton and Loevinger, The Second Attack on Price Discrimination: The 
Robinson-Patman Act, 22 Wash. U.L.Q. 153, 182 N. 91 (1937). 

10 Senator Vandenberg asked Senator Van Nuys whether the defense set out in 
section 1(b) would apply to section 3. Senator Van Nuys did not reply directly be- 
cause he considered section 1(b) a rule of evidence, not a defense. 80 Conc. REc. 
9903 (1936). 

1144 F, Supp. 39, 43 (E.D. Tex. 1942). 

12131 F.2d 419 (8th Cir. 1942). 

13 340 U.S. 231 (1951). 

14 Section 1 of the Robinson-Patman Act is section 2(a)-(f) of the Clayton Act. 
ye one is also a section 2 of the Robinson-Patman Act this is an obvious source 
oft contusion. 


15S. Rep. No. 2010, 85th Cong., 2d Sess. 18 (1958). 
16 80 Conc. Rec. 9903 (1936) (remarks of Senators Van Nuys and Vandenberg). 
17 Balian Ice Cream Co. v. Arden Farms Co., 94 F. Supp. 796 (S.D.Cal. 1950). 








148 THE GEORGE WASHINGTON LAW REVIEW 


Section 3 has been used by the Justice Department on only a few 
occasions,!* and always in conjunction with other charges, but convic- 
tions have not been obtained on section 3 counts.!® 

Section 1 of the Clayton Act defines “antitrust laws” as: the Sherman 
Act,”° sections 73 to 77 of the Wilson Tariff Act,?4 the act amending 
sections 73 and 76 of the Wilson Tariff Act,?* and the Clayton Act it- 
self. Consequently, although a statute might be termed an “antitrust law” 
elsewhere, it will not meet the technical requirements to support a statu- 
tory civil action unless it amends one of the specified acts. Thus, al- 
though legislative intent may have been to make the entire Robinson- 
Patman Act an “antitrust law,” it was not legally drafted as such. Law 
review articles** published at the time that the Robinson-Patman Act was 
passed regarded only section 1 as amending the Clayton Act. 


The Supreme Court had not faced the issue squarely prior to the in- 
stant case, but dicta in two cases did indicate strongly that section 3 
would support a civil action. In Moore v. Mead’s Fine Bread,** defend- 
ant had engaged in geographical price discrimination, and had lowered 
his price by 50% in the complainant’s territory. The District Court 
found clear violations of both section 2 of the Clayton Act, as amended 
by section 1 of the Robinson-Patman Act, and section 3 of the Robinson- 
Patman Act. The Supreme Court rejected the defense of lack of inter- 
state commerce and strongly indicated that relief was warranted under 
section 3 as well as section 2(a).25 The indication that section 3 would 
support a civil action was almost as strong in Bruce’s Juices v. American 
Can Co.** 


In Balian Ice Cream Co. v. Arden Farms Co.,2" a District Court over- 
ruled defendant’s motion to dismiss a civil action which relied solely on 
section 3; this was the first decision completely in point. Defendant had 
lowered its price on ice cream from $1.44 to $1.06 per gallon in the Los 
Angeles area, recouping losses in other parts of the country, as well as 


18 Report OF THE ATTORNEY GENERAL’s NATIONAL COMMITTEE TO STUDY THE 
Antitrust Laws 199 (1955). 

19 Senator Sparkman has announced that he will call on the Justice Department 
for a full explanation of its reluctance to enforce section 3. 104 Conc. Rec, 716 
(daily ed. Jan. 23, 1958). 

2026 Stat. 209 (1890), 15 U.S.C. §§ 1-7 (1952). 

21 28 Stat. 570 (1894), 15 U.S.C. §§ 8-11, 15 (1952). 

22 37 Stat. 667 (1913), 15 U.S.C. §§ 8-11 (1952). 

23 Legislation, 50 Harv. L. Rev. 106, 121 (1936); Legislation, 85 U. Pa. L. Rev. 
306, 312 (1936) ; Hamilton and Loevinger, The Second Attack on Price Discrimina- 
tion: The Robinson-Patman Act, 22 Wasu. U.L.Q. 153, 159, 182 (1937). 

For a more recent discussion, see 49 Nw. U.L. Rev. 285 (1954). 

24 348 U.S. 115 (1954). 

25 Jd. at 118. After quoting the pertinent parts of both sections, the Court said: 
“Those sections on their face seem to cover the instant case.” 

26 330 U.S. 743, 750 (1947). It was held that plaintiff had to pay for cans on 
which defendant had charged a discriminatory price because (though it had not 
‘been argued) plaintiff had a specific remedy for treble damages, which pre-empted all 
common law rights. 


2794 F. Supp. 796 (S.D. Cal. 1950). 
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on whole milk and other dairy products which plaintiff did not sell. The 
court said that the Sherman, yton and Robinson-Patman Acts were 
all passed for the purpose of fostering competition and preventing mo- 
nopolies, thus all would normally have the same remedies unless Congress 
specified otherwise. 

The Supreme Court granted certiorari in the instant case to resolve a 
conflict between it and Safeway Stores v. Vance.?® In the Vance case, 
the District Court *° held that the wording of section 1 of the Clayton 
Act should be strictly construed, and pointed out that technically only 
section 1 of the Robinson-Patman Act amended the Clayton Act. Inter 
alia the court noted the fact that only section 1 was put in quotation 
marks, the normal way to designate that part of an act which amends 
another act.*® In reversing, the Tenth Circuit*! agreed with the Balian 
case, that the congressional purpose was clear and that the sections 
should be considered amendments unless specifically designated other- 
wise. The Tenth Circuit also placed reliance on Mead’s Fine Bread* 
and Bruce’s Juices.** 

The Supreme Court in the instant case said that since section 1 of the 
Clayton Act specified exactly which laws were to be considered as “anti- 
trust laws,” the rule expressio unius est exclusio alterius applied, and all 
sections not so specified were not “antitrust laws.” In supporting this hold- 
ing, the Court pointed out that the title of the Robinson-Patman Act 
reads, “to amend section 2... and for other purposes.” (Italics added.) It 
was further noted that congressional debate indicated that section 3 did 
not amend the Clayton Act, and even the co-author of the Act, Repre- 
sentative Patman, so stated in testimony before the House Committee on 
Judiciary .** 

Justice Douglas, in dissenting, expressed the view that section 3 has 
now been effectively repealed.** However, there are several possible 
developments which may serve to fill in the gap it has left. 


The most obvious action is legislative reversal. Representative Patman 
and Senator Sparkman introduced companion bills on January 23, 1958 
(just three days after the decision) specifically aimed at reversing the 
instant case, but neither were reported out of committee.** Bills have 
previously been introduced to amend section 2(b) by taking away the 
“meeting competition in good faith” defense.*7 The apparent intent of 


28 355 U.S. 389 (1958). 

29 137 F. Supp. 841 (N.M. 1956). 
80 Td. at 846. 

81239 F.2d 144 (10th Cir. 1956). 
82 Supra note 24. 

33 Supra note 26. 


84 Hearings on H. R. 7905 Before a Subcommittee of the House Committee on the 
Judiciary, 81st Cong., 2d Sess., Ser. 14, pt. 5 at 48 (1950). 

85 355 U.S. at 388. 

386 H.R. 10243, S. 3079, 85th Cong., 2d Sess. (1958). For debate see 104 Conc. 
Rec. 715 (daily ed. Jan. 23, 1958), 104 Conc. Rec. 956 (daily ed. Jan. 27, 1958). 

87S. 11, HR 11, 85th Cong., Ist Sess. (1957). 
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most sponsors is to overrule the Standard Oil case*® and this would re- 
duce the need to base civil actions on section 3. Identical bills of this 
nature were pending in the House and Senate at the close of the 85th 
Congress, and the House once passed its measure by a vote of 394 to 3.8% 


The Anheuser-Busch case,*° to a great extent limits the holding of 
Standard Oil and weakens the “meeting competition in good faith” de- 
fense. Anheuser-Busch cut its — beer (Budweiser) prices in St. 
Louis to match prices charged y local beers; although prior to the cut 
Budweiser sales had been steadily increasing, they shot up 201.5% on 
the reduced price. The FTC ordered Anheuser-Busch to stop reducing 
beer prices in any market where it competes with others unless it pro- 
portionately reduced prices in all other markets. The FTC attempted to 
distinguish Standard Oil v. FTC by saying that the “meeting competition 
in good faith” defense is essentially a right of self-defense. This is a 
slight variation of the FTC's position rejected by the Supreme Court in 
Standard Oil (that “meeting competition” is no defense at all if it tends 
to lessen competition or destroy a competitor). The question of whether 
two products that are identical, chemically and physically, are of “like 
grade and quality” for Robinson-Patman Act purposes, despite the brand 
names and other immeasurable factors added to them through advertising, 
seems inherent in the marketing and pricing of such near-fungible com- 
modities as gasoline or beer.*! The FIC seems to have taken conflicting 
positions on the question of whether a brand name has value.” 

As another possibility, the Federal Trade Commission might take juris- 
diction of potential cases in this area and stop sales which violates section 
3. Under section 5 of the Federal Trade Commission Act,** the FTC is 
empowered and directed to prevent the use of unfair methods of com- 
petition, and the definition of unfair methods of competition was delib- 
erately left very broad.** The Supreme Court has traditionally given the 
FTC Act a broad interpretation in determining what constitutes unfair 
methods of competition.*® In FTC v. Motion Picture Adv. Co.** the 


88S. Rep. No. 2010, 85th Cong., 2d Sess. (1958). 

This report suggested that the original bill be amended to eliminate the § 2(b) 
defense only in the sale of food, drugs and cosmetics. 

1, toe) bill was then H.R. 1840, 102 Conc. Rec. 10051 84th Cong., 2d Sess. (June 

40 Docket No. 6331, F.T.C. Sept. 10, 1957. Trapeze Rec. Rep. (1957 Trade Cas.) 
1 26,705, 26 Geo. Wasu. L. Rev. 769 (1958). 

41 See Commissioner Lowell Mason’s dissent to Standard Oil, 41 F.T.C. 263 (1945), 
reported in 43 F.T.C. 56, 66 (1946). He would have held discrimination impossible 
since gasoline of like grade and quality was sold at prices ranging from two to six 
cents under Standard’s lowest price. Commissioner Mason accused the majority of 
changing the criteria to “of like grade, quality or brands.” 

42In this regard, compare Anheuser-Busch and Standard Oil with Hansen Inocu- 
ee 26 F.T.C. 303 (1938), and United States Rubber Co., 28 F.T.C. 1489 

43 38 Stat. 719 (1914), 15 U.S.C. § 45 (1952). 
44S. Rep. No. 597, 63d Cong., 2d Sess. 13 (1914). 

45 FTC v. R.F. Keppel & Bros., 291 U.S. 304 (1934). 
46 344 U.S. 392 (1953). 
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Court held that respondent and three other advertising motion picture 
companies were engaged in unfair methods of competition because to- 
gether they held exclusive contracts for terms up to five years with 
three-fourths of the theatres which display advertising films. Over a 
strong dissent by Justice Frankfurter, the Court upheld the FTC’s order 
that contracts be restricted to a maximum duration of one year. How- 
ever, the FTC will not take a case of a private character not in the public 
interest.47 Paradoxically, proponents of section 3 urged its passage as an 
alternative to FTC action, and to provide injured parties a remedy if 
the FTC in its discretion decided not to act.*® Also, the FTC some- 
times takes years to complete a case on which a cease and desist order 
issues,*® whereas defendants in criminal cases have a constitutional “right” 
to a speedy trial. 


As a criminal statute, section 3 is probably the weakest weapon in the 
anti-monopoly arsenal, no case under it ever having been successful. If 
such an opportunity ever arises, the courts will more than likely agree 
with the Attorney General’s National Committee to Study the Antitrust 
Laws that it is unconstitutionally vague.*° Until then or unless Congress 
declares section 3 officially an “antitrust law,” aggrieved parties have no 
statutory civil remedy for an offense defined as criminal on the statute 
books. However, this might still leave injured arr with a com- 
mon-law right of action for damages on the theory that defendant’s viola- 
tion of a penal statute resulted in plaintiff’s injury, and that plaintiff was 
of the class of persons intended to be protected by the statute.®? 


Supreme Court dicta®? would specifically prohibit such action under 
the Sherman Act, but the statutes as well as the Court’s thinking on 
antitrust matters have since changed considerably. Furthermore, a fairly 
close analogy can be drawn between an action based on an antitrust law 
and one based on section 10(b) of the Securities and Exchange act of 
1934.58 In Fischman v. Raytheon Mfg. Co.,™ a civil action was permit- 
ted under section 10(b) although, as the court pointed out, that section 
authorizes no civil remedy. 


Whether or not a civil remedy is practically and economically 
feasible in a given situation will depend generally on the circumstances. 
Certainly one of the basic purposes underlying treble-damage statutes 
must be to encourage litigation by those who would not have consid- 


47 FTC v. Klesner, 280 U.S. 19 (1929). 

48 80 Conc. Rec. 6346 (1936) (remarks of Senator Eastland). 

49 For an extreme example, see Standard Oil v. FTC, 340 U.S. 231 (1951), which 
concerned price discriminations during the years 1936-1940. The FTC order was 


i 1946, the Seventh Circuit affirmed in 1949, and the Supreme Court reversed 
in ’ 


50 Report OF THE ATTORNEY GENERAL’s NATIONAL COMMITTEE TO STUDY THE 
Antitrust Laws 198-201 (1955). 


51 RESTATEMENT, Torts § 286 (1934). 

52D. R. Wilder Mfg. Co. v. Corn Products Refining Co., 236 U.S. 165, 174 (1915). 
53 48 Stat. 891 (1934), 15 U.S.C. 78j(b) (1952). 

54188 F.2d 783 (2d Cir. 1951) 
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ered single damages worthwhile. Conversely, fear of a single damage 
action would have less deterrent effect than a treble damage action in 
preventing price discrimination. 

In any event, the instant case leaves a gap in previously existing 
“antitrust” laws, although sales below cost may sometimes be actionable 
under the Sherman Act as part of a scheme or attempt to monopolize,™ 
or under state “sales below cost” or “unfair sales” statutes.®* It is impos- 
sible to say at this time whether this gap will be filled by legislative, ad- 
ministrative or other means; or alternatively that it will be left unfilled to j 
permit increased price “competition” with possible consequent injury to 
competition as a whole. It is the view of this writer that the gap should 
not be filled, but rather that what is needed is a careful overhaul of this 


area of “antitrust” legislation. 
Tyler Abell 


€ 
H 


55 United States v. New York Great Atlantic & Pacific Tea Co., 173 F.2d 79, 82 
1949 


56 See Lovell, Sales Below Cost Prohibition: Private Price Fixing Under State 
Law, 57 Yate L.J. 391 (1948). 
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INTERNATIONAL GOVERNMENT, by Clyde Eagleton. Third edition. New 
York: The Ronald Press Co., 1957. 665 pages, $6.50. 


Twenty-five years ago Professor Eagleton, a continuing optimist, pub- 
lished the first edition of what has since become a standard work on 
International Government. Now, after one hot major war, several hot 
minor wars, and a cold war, the third edition is brought out. This ver- 
sion updates the second edition of 1948 and provides a basis for an ap- 
praisal of a decade of activity under the United Nations. The optimism 
remains, but it is becoming a little strained. 

The work is a comprehensive development, not of international rela- 
tions in general, but of what Eagleton terms “the slowly evolving con- 
stitutional law and organization of the community of nations” which is 
“developing toward international, or world, government” (p. v). As 
such, its chief utility would appear to be two-fold. Doubtless, the main 
use to be made of it is as an introductory text in survey courses in 
political science departments. But it would have a further value for the 
general reader—the person who wants a readable but not overly technical 
exposition of the outlines of the formal structure in which the relations 
of nations are conducted. For the lawyer dealing with international 
matters or the law student studying aspects of international affairs, how- 
ever, the book would seem to be too elementary and without sufficient 
detail. The author recognizes this, of course, and does not claim to have 
written a book for legal use. 

Within the more limited scope for which it was written, Eagleton 
has set out what is a sound, albeit traditional and rather colorless, ex- 

sition of the numerous transnational organizations now in existence 
in what he calls “the community of nations.” His purpose is description, 
rather than conversion to a particular point of view; he sketches in with 
light but complete strokes a verbal relief map with which the reader can 
obtain an over-all knowledge of what international organizations do. 
However, the reader would gain relatively little knowledge in depth of 
the complexities involved in their operation. It will not do, of course, 
to criticize a book which an author has not written; Eagleton, at the out- 
set, ruled out of his consideration many of the infinite number of details 
making up international economic and political relations. But by the 
very fact of having limited his scope he makes it necessary for the careful 
student to find means to complete the picture of the world power proc- 
ess. However, this is not atypical, for it seems that most text writers in 
what is sometimes seriously called “the science of international relations” 
tend to think in categories and to place transnational problems into dis- 


[ 153] 





154 THE GEORGE WASHINGTON LAW REVIEW 


ciplinary pigeon-holes. Thus, we have a plethora of textbooks on “in- 
ternational relations” or “international politics,” and a number of other 
texts on “international trade” or “international economics”—but precious 
little recognition that the problems of the relationships within the world 
community do not fit neatly into those pigeon-holes. 

The book ends on a note of quiet pessimism: “The trouble is not with 
the United Nations, but with nations and peoples themselves. Until 
sovereign states are willing to accept limitations on their freedom of 
action, a strong international system cannot be built; and until peoples 
are ready to submit to international law and government, their states 
cannot act” (p. 583). Apparently, however, Professor Eagleton believes 
that this willingness on the part of peoples and nation-states will be 
found, although he offers no suggestions toward that end. 

Over-all, my reaction to this book is one of disappointment. The main 
reason for this, as nearly as I can isolate it, is that it just does not present 
material sufficiently challenging to college students. There is a great 
deal of fairly readable factual matter set out, which any moderately 
competent student can assimilate and regurgitate on examination. But 
the searching re-examination of American education which has been 
under way since the world entered the Age of the eps seems to be 
heading in the direction of conclusions that pablum-fed students are of 
no particular value to the nation at large. Is it possible to study inter- 
national government or international organization or international any- 
thing, in this late day, without making that attempt to probe in depth 
which brings real insight into the manifold complexities of the prob- 
lems of mankind? 

Hence, a better method of approaching international government 
would, for this reviewer, have been along functional lines. By that is 
meant the delineation of the major problems of the community of na- 
tions—for example, the control of violence, the development of under- 
developed regions, the flow of trade—and then setting out the various 
institutional means and techniques which have been set up to deal with 
these problems on a transnational basis. Such techniques would include 
those which have formal authority and also those which wield effective 
control over transnational transactions.‘ International “government,” 
from a sophisticated view, would seem to include both elements. The 
bulk of international commercial transactions are, for example, regulated 
by what is called private international law. And the allocation of re- 
sources within the community of nations is influenced to a considerable 
degree by private associations called cartels. Without laboring it further, 
the point I am trying to make is that it would be far more insightful and 
more meaningful to study all forms of B page aren nane public and 
private. Eagleton’s book is largely limited to “public” government, that 
is, to those institutional arrangements through which certain organs are 

1 Compare, Jessup, TRANSNATIONAL Law (1956) with McDougal, International 


Law, Power, and Policy: A Contemporary Conception, 82 ACADEMIE DE Droit INTER- 
NATIONAL, RECUEIL DES Cours 471 (1954). 
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invested with formal authority to deal with certain matters. That is 
only half of the picture of international government. 

In sum, I feel this book to be lacking in the characteristics which 
would seem to present a modernized, sophisticated development of the 
manifold problems of governing the world community. There is no 
doubt that Professor Eagleton’s heart is “in the right place.” He has all 
of the correct responses of the present-day “liberal” in the field of inter- 
governmental affairs; he takes the position that adherence to law in a 
system of world government would be a good thing, that joining the 
Organization for Trade Cooperation would be proper for the United 
States, that UNESCO and ECOSOC and SUNFED and the other UN 
agencies have valid functions to perform, and so on. One is left with the 
feeling, however, that he has a penchant for being more hortatory than 
insightful, more inclined to cry onward and upward than to analyze 
the pressing problems which must be solved in order for mankind to 
get on.? 


Arthur S. Miller* 


UNDERHILL ON CRIMINAL EvipENCcE, by Philip F. Herrick. Fifth edition. 
Indianapolis: The Bobbs-Merrill Co., 1956. 3 volumes, 1968 pages, 
general index, $60.00. 


A well-known and respected work in the field of criminal evidence, 
Underhill’s Criminal Boidence, has recently come forth in a new edition. 
The practicing lawyer will like this comprehensive, up-to-date and easy- 
to-use reference. 

Evidence, as an aid in the search for truth in the courtroom, must be 
susceptible to the ever-changing needs and conditions of the present. 
Bringing the law abreast of human progress is a discriminating, exacting 
labor for which the author is well-suited. Now a member of a law firm 
in the District of Columbia, he has also served as United States Attorney, 
professor, and editor. In addition, he was assisted by a number of persons 
eminent in their special fields of law. 

Underhill’s original outline has been retained throughout all the re- 
visions of his book, including the present one. Approximately two- 
thirds of the work relates to the law of criminal evidence in general; the 
remainder is devoted to evidence in connection with specific crimes. 
The table of contents is set out logically and simply, and the index, that 


2 One of the major problems which must be met and resolved in the world com- 
munity is that of the exploding population of the world, particularly in the under- 
developed areas of the non-Western nations. But this accelerating problem receives 
no mention whatever in the book under review. I find it difficult to visualize any true 
public international government which does not grapple with the social problems facing 

ind. 

* Professor of Law, Emory University; on leave of absence, 1957-58, as a Guggen- 
heim Fellow. 
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part of so rang 4 law books which confuses rather than guides, here amply 
performs its function for the researcher with detailed and intelligent 
breakdowns and cross-indices. 

A number of new and improved features are included. A.L.R. an- 
notations and law review articles are numerously sprinkled throughout. 
The footnote cases happily tend toward greater factual details, thus al- 
lowing a clearer — of the court’s ruling and saving much time in 
the elimination of cases with dissimilar factual situations. 

There have been three previous revisions of Underhill since 1898, 
the last one in 1935. aa in the twenty-one years elapsing between 
the fourth and the fifth editions fundamental rules of evidence have 
changed but little, much new material has been added by way of statutes 
and decisions of the courts. 

The promulgation of the Federal Rules of Criminal Procedure by the 
Supreme Court of the United States in 1946 has been followed by many 
judicial opinions interpreting these rules. A few state legislatures have 
passed Alibi Acts under which a defendant may not present evidence of 
an alibi unless he gives notice prior to trial of his intention to rely on an 
alibi. The Durham case in the District of Columbia sets forth a new 
test for determining insanity by holding an accused not criminally re- 
sponsible “if his unlawful act was the product of mental disease or mental 
defect.” On the other hand, an Oregon legislature passed a statute re- 
quiring an accused affirmatively to prove a defense of insanity beyond a 
reasonable doubt. 

Progress in many fields has necessitated interpreting the rules of evi- 
dence in the light of new situations. The importance of some subjects 
has so greatly increased that they require fuller treatment. Decisions 
resulting from the development of sound recording in the fields of mo- 
tion pictures, phonographs, dictaphones and the like are given special 
attention in this latest revision. There is a chapter on scientific detec- 
tion devices which includes material on the lie detector, truth serum, 
intoxication tests and radar. The privilege against self-incrimination 
which, especially as exercised before Congressional investigating com- 
mittees, has resulted in Congressional enactment and brought forth many 
court opinions, is discussed. The many judicial interpretations of the 
McNabb doctrine, which was enunciated by the Supreme Court in 1943 
and relates to confessions obtained prior to arraignment, are necessarily 
included in this new edition. Also added is a chapter on federal tax 
fraud cases, setting out the “net worth method” of proof as approved 
by the Supreme Court. 

The above indicates the arduous and exacting task performed by the 
author in revising both text and footnotes. The 1935 publication was 
one volume containing almost 1700 pages; the present work comprises 
three volumes totaling over 2,000 pages. A most welcome innovation is 
the announced intention to keep this edition current by the use of an- 
nual pocket parts. This is a vast improvement over the older method of 
publishing a new edition every ten or twenty years. 
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To the courtroom lawyer, the main interest in a book on evidence is 
pragmatic rather than academic. With this in mind, the reviewer has 
tested these books by using them in his daily work. The results are 


oe and I recommend this new edition to a place on the desk of 
the trial lawyer.* 


Oscar Altshuler** 


OPINIONS OF THE COMMITTEES ON PROFESSIONAL ETHICS OF THE BAR OF 
THE City oF New York AND THE New York County LAWYERS’ 
AssociATIon, edited by Arthur A. Charpentier, Lawrence H. Schmehl, 
and Eugene M. Wypyski. New York: Columbia University Press, 
1956. 829 pages, appendices, index, $10.00. 


This important volume in the field of legal ethics is one of a series 
inaugurated by the William Nelson Cromwell Foundation and follows 
an important and valuable book, Legal Ethics, by Henry S. Drinker. 
This latest book is one of the most comprehensive collections of opinions 
available and contains 1255 opinions relating to the Canons of Professional 
and Judicial Ethics by two of the nation’s leading bar groups. The 
reader of the book will be aided in its use by separate indices to the 
Canons of Professional Ethics and to the Canons of Judicial Ethics, 
and in the appendix he will find a complete index to all the opinions 
of both professional groups. 


The Foundation states that its purpose is to make 


[F]ree distribution of this book to law schools and Bar Associa- 
tions in the country, and to make it available to lawyers and law 
students at as low a price as is feasible. Obviously, the Foundation 


*The first of the promised yearly pocket supplements was issued just as this 
review was concluded. Six completely new sections have been added and all sections 
indicate the inclusion of considerable text material as well as full coverage of 
cases decided by the highest state and federal appellate courts. Of special interest 
are the section referring to the Jencks doctrine wherein the Supreme Court ruled 
the defense can demand production of a government witness’ memorandum prepared 
by him although not used by him at the trial and the section entitled “Fairness of the 
Prosecutor” which sets out cases specifying the duty of a prosecutor to be fair in 
the presentation and conduct of his case. It is gratifying to note that the standard 
of the main volumes has been maintained in the supplements thus making them truly 
current. 

** Assistant United States Attorney for the District of Columbia, LL.B. 1951, The 
George Washington University. 

1The Trustees of the Foundation selected as decisional precedents 810 opinions 
of the Committee on Professional Ethics of the Association of the Bar of the City 
of New York covering the years 1923 to 1956, and 445 opinions of the Committee 
on Professional Ethics of the New York County Lawyers’ Association through the 
years 1912 to 1955. The editors in preparing this volume dealt with approximately 
1600 opinions and carefully selected about two-thirds of the opinions of the Associa- 
tion of the Bar of the City of New York and printed all of the published opinions 
of the New York County Lawyers’ Association. 
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does not expect nor seek reimbursement from sales for the sub- 
stantial costs of compilation and publication of so extensive a 
volume.? 


Clearly this compilation is extremely useful to the practicing lawyer 
who frequently encounters perplexing problems. The lawyer cannot 
avoid having an ambivalent status in that he is an officer of the court 
and an agent of justice, but at the same time a paid advocate of his 
client. So the lawyer is faced with a dilemma, and any assistance such as 
the Opinions should be gratefully received. 

The legal profession is confronted by criticism from various sources 
which include the one basic criticism that the morals and conscience 
of the lawyer tend to be deadened by indiscriminate representation of 
any interest, right or wrong, without regard to the merits of the cause. 
Valid as that criticism may be, the Canons as interpreted support a 
standard of conduct for the lawyer which is in the interest of society; 
and the decisions generally support this standard where there exists a 
conflict between the financial interest of a client and the broader in- 
terest of society. For instance, it is argued that exact standards should 
be established for the lawyer in cases where he is arranging certain 
corporate activities and that the interest of the public should be specifical- 
ly established. No doubt the paramount difficulty is that of establishing 
an exact dividing line between proper and improper activities. Until 
this is accomplished, the existing standards will furnish a guide for the 
lawyer, the courts, the law schools, and the public. Although the opinions 
published in the book merely reflect the interpretations of the Com- 
mittees, and although the Canons carry no sanctions or penalties, the 
Canons are nevertheless everywhere accepted as binding on the lawyer. 

This book should be stocked in all law school libraries, although neither 
the book nor any other decided opinions can change the existing contro- 
versial system of attempting to inculcate professional standards in law 
students, prior to their admission to the bar. However, the book does 
make available to the law schools a wide range of precedents. These inter- 
pretations of the Canons by professional groups in New York City are 
particularly valuable because of the city’s population and economic im- 
portance, and because the size of its bar and the volume of litigation 
exceed that of any other city in the United States. The problems of 
selecting qualified candidates for admission to the bar are admittedly 
difficult ones and unqualified candidates have escaped the net too fre- 
quently. Pre-law school investigations and subsequent programs (in- 
cluding fingerprinting) have not been entirely satisfactory in eliminatin 
unqualified candidates, and until a foolproof system is found and adopted, 
the law schools are faced with the responsibility for inculcating some 
professional standards. Frequently, if not always, the young law student 
is totally ignorant of limitations imposed on certain conduct of activities 


2 Foreword, at p. viii. 
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by professional standards, although this ignorance results from no moral 
deficiency. 

The present disposition is to eliminate legal ethics both from the law 
school curriculum and from the bar examination, but this is no indica- 
tion that the subject should be eliminated. However, different opinions 
prevail as to the approach to be taken. For example, an eminent lawyer 
has stated in the American Bar Association Journal® that those who are 
inclined to be the most unethical are likely to be the best informed as to 
ethical requirements. If this is a sound reason for the failure to examine 
or teach legal ethics, complete adoption of a new approach is needed 
without delay. In any event the book here discussed does furnish a basic 
tool to be used in any theoretical or practical fashion, and it would seem 
that the subject of Legal Ethics must be used in some manner in the law 
school curriculum, although it displaces other fields of law study. What 
could be more essential to preserve and promote the legal profession? 


*Orville H. Walburn 


Tue LAWYER AND ADMINISTRATIVE AGENCIES, by Frank E. Cooper. Engle- 
wood Cliffs: Prentice-Hall, Inc., 1957. 321 pages, index, $7.50. 


This book does not purport to be a text on Administrative Law either 
in a substantive or procedural sense but it is one which could prove use- 
ful to any attorney about to embark on a career of administrative prac- 
tice. One of the greatest problems in this area is the difficulty in finding 
one’s way on the basis of precedent. There are a number of leading 
cases, of course, but the law, more often than not, is buried in the tran- 
scripts of hearings rather than in any formal decision. This is particularly 
true of rulings on evidence. In the course of one hearing, an Examiner 
may make a dozen significant rulings on evidence yet nothing will be 
mentioned about them in either the initial or final decisions. A volume 
such as this by Professor Cooper, therefore, performs a service by giving 
advice as to how to prepare a case for trial, as to the kind of evidence 
which is likely to be received and, above all, as to the kind which will 
be most effective. 

The writer underscores a point which all court lawyers should under- 
stand before they engage in an administrative hearing, namely, that the 
final decision is based on a written record and not on impressions made 
during the trial. As a consequence, the forensic tactics of a jury trial 
become out of place; the most dry delivery by a competent witness 
carries more weight than a vivid personality or a dramatic courtroom 
maneuver. 

In the first few chapters there is an exposition of the nature of ad- 


8 Crotty, Character and the Law Schools: Professional Conduct Should Be Em- 


phasized, 39 A.B.A.J. 385 (1953). 
* Professor of Law, The George Washington University. 
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ministrative agencies and, while it is sound, the length of the presentation 
could have been cut because most of the facts are elementary and are 
well known to the average attorney. After that, however, Mr. Cooper 
takes the reader through the entire process of adjudication, giving much 
helpful advice and insight as to the way a case is brought to issue. He 
shows how a private party might be spared the expense of a hearing 
through diligent and tactful efforts by counsel to arrange a settlement 
which will satisfy the agency. He points out many ways in which the 
client’s basic rights and interests may be protected during the early 
stages in which issues are framed. Suggestions are made as to how counsel 
should negotiate with officials of agencies and how they should interpret 
a case to the client. The author lays considerable stress on the exploration 
of possible settlements through informal conferences, and soundly ob- 
serves that such conferences afford counsel a means of learning the real 
points at issue and the views of the agency on such matters. 

In essence this kind of advice urges the application of common sense 
and fair play rather than the insistence on each and every legal safeguard. 
For example, Mr. Cooper says: “The persistent raising of merely technical 
objections that will be overruled by the hearing officer and the subsequent 
readers of the record, makes it Bae that one is unduly fearful as to 
what facts might be developed. Further, the officers charged with the 
duty of rendering decision will resent what appear to be obstructionist 
tactics.” No more salutary counsel could be given to an administrative 
practitioner. 

Professor Cooper teaches at the University of Michigan Law School 
and he is also a member of the Administrative Law Section Drafting Com- 
mittee of the American Bar Association. It is particularly felicitous to 
find a lawyer writing for his fellow professionals in a style as unen- 
cumbered by pedantry as this. Anyone familiar with actual administra- 
tive practice is well aware that this is a subject which cannot be under- 
pte solely through a reading of decisions. Knowledge of it must be 
obtained in large part through illustrative situations and even through a 
showing of the personal factors involved, such as the mental attitudes 
of typical agency officials. Mr. Cooper has wisely adopted this informal 
approach with the result that his presentation is always completely 
lucid. 

H. Gifford Irion* 


Monicipat Law, by Charles S. Rhyne. Washington, D.C.: National In- 
stitute of Municipal Law Officers, 1957. 980 pages, index, $22.50. 


Only when one reflects upon the many volumes compiled upon the 
subject of municipal law and the innumerable decisions of the courts 





* Hearing Examiner, Federal Communications Commission. LL.B. 1936, The George 
Washington University. Admitted to the bars of the District of Columbia and Vir- 
ginia. 
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interpreting and applying the law of municipal corporations does one 
fully appreciate the herculean task performed by the author of this 
treatise. 

To treat adequately such a broad, complex and ever-changing field 
of law, in one volume, requires more than a thorough knowledge of 
the subject matter, which the author undoubtedly possesses. In addition, 
it requires keen and discerning judgment to determine that portion of 
the available material which can be eliminated without sacrificing an 
adequate treatment of the subject. 

Unlike many previous authors in this field Mr. Rhyne had available 
to him source material of inestimable value—the day o day, week by 
week, month by month, and year by year experiences of more than one 
thousand municipal corporations throughout the United States and 
Canada for more than twenty years.’ His abundant use of this material 
brings to this work a refreshing note of practicality and an awareness 
of the many legal problems facing municipalities today and the manner 
in which they are being met. Many such problems have not been before 
the courts and as a consequence, neither the questions posed nor the 
solutions applied to them are likely to have been in the minds of authors 
who preceded Mr. Rhyne in this field. 

One of the most important problems of municipal os today 
is planning and zoning, the pattern of development for a municipality 
and the protection of that pattern by legal safeguards. The author's 
treatment of this topic is highly commendable. The growth of urban 
areas in the United States during the past twenty-five years has been 
steady, with a marked acceleration since World War II. Vast areas 
of farm land and open country on the outskirts of urban areas have been 
developed to accommodate the expansion of municipalities. Local home 
rule is in the ascendancy, and the author is realistic in his understanding 
and approach to the multitude of problems arising therefrom. Certainly 
in the forefront among the problems of municipal government arising 
from urban areas “bursting at the seams” and pushing into rural areas 
is the treatment of non-conforming uses of property. Lack of adequate 
and clear provisions in zoning ordinances and rigid enforcement thereof 
can and will do much to nullify the coordinated and aap pend yee 
of development of the community, which is the purpose and goal of 
the ordinance and accompanying master plan. I am most favorably im- 
pressed with the author’s treatment of this matter, and, particularly so, by 
the many annotations accompanying it. 

That power and responsibility of municipal government known as 
“the police power” has been, and I suppose always will be, a rather 
nebulous sort of thing. As the author points out, the Supreme Court 
of the United States, in discussing the police power, has said that it is 


1 Mr. Rhyne has long been identified with the National Institute of Municipal Law 
Officers, which serves as a clearinghouse for more than 1000 municipalities upon 
municipal problems. In the preface Mr. Rhyne acknowledges his indebtedness to its 
records and files. 
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one “of the least limitable of governmental powers. . . .” ? Another court 
has commented that it is much easier to perceive the existence and 
source of the police power than to mark its boundaries or to fix limits to 
its scope.* However this “least limitable of governmental meng is 
the source of fountain-head of municipal authority. It reflects good 
judgment that the author has devoted more than one-tenth of his book 
to the topic. It is academic to state that the matter is not, and could 
not, be treated to its full extent within those pages, but again, here are 
furnished many annotations which will aid the reader. 

Certainly not for the purpose of being critical, but merely in the 
interest of objectivity and an impartial analysis of the book, I am at 
something of a loss to understand the rather cursory treatment of emi- 
nent domain. It may be that this springs from my particular interest in 
this subject generated by my practice in the field for many years. 

The advent of World War II and the ensuing activity of, principally, 
the federal government in the field of eminent domain furnished much 
new material upon this subject. A wide variety of decisions of the courts 
during this period provide an almost limitless source of authority upon 
the definition of just compensation as provided for in the constitutions 
of the United States and the several states, and of the rights of the 
citizen. The federal government has dominated the activity in the field 
during this period of time and consequently the majority of decisions 
and legislation have come from the federal courts and the Congress. 
Nevertheless, in my judgment, these decisions have had a profound effect 
upon the exercise of this vast and important power by the states and, 
in turn, upon the exercise of this power by municipal government under 
the delegation of authority by the states. I believe that a more generous 
use of such material would have been desirable. 

The discussion of such current and comparatively new problems of 
government relating to parking and airports is most timely and valuable 
and certainly invites the attention of the reader. The author has made 
an important and lasting contribution to the field of municipal law. 
This volume is, and will be, a continuing source of help to lawyers 
and to the courts. 

Charles M. Irelan* 


2 Queenside Hills Realty Co. v. Saxl, 328 U.S. 80, 83 (1946). 

3 Commonwealth v. Alger, 61 Mass. (7 Cush.) 53, 85 (1851). 

*County Attorney for Montgomery County, Maryland; United States Attorney 
for the District of Columbia, 1951-1953; legal advisor to President Truman, 1951; 
formerly Special Assistant to the Attorney General of the United States. Member of 
the District of Columbia and Maryland Bars. 
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